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THE EXTENSION OF STATE REGULATION TO THE 
BUILDING AND LOAN ASSOCIATION® 


In our day when an offering of securities of less than 
$1,000,000 is regarded by investment banking houses as a small 
issue, it is not to be wondered at that organizations are neglected 
by economists generally when they have as their principal 
purpose the collection of a few cents per month from persons 
with small incomes, and expect to use these small sums for the 
purpose of upbuilding the home life of their community. Savings 
banks have long advertised that they will accept accounts 
starting with a single dollar, and this has been accepted as a 
matter of course, but it probably was accepted because no one 
in America ever took the statement seriously. Children might 
start accounts with these small sums, but it was scarcely sup- 
posed that this sort of thing was intended for men, and the 
idea that any great amount of credit could be built up on such 

t For convenience, the term “building and loan association” is adopted, but 
this is to be interpreted as including all associations which have for their purpose 
the accumulation of a loan fund for use primarily to finance small-home building. 
Savings are accumulated principally through instalment payments, although pay- 
ments in lump sums are more or less common. These associations are called by 


many names in which the words “savings,” “ building,’ and “loan” usually occur. 
In Massachusetts they are known as “co-operative banks.” 
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a basis has been regarded as more or less fantastic. The American 
idea is commonly supposed to be that no one really saves, but 
that lucky strokes of fortune will make the bank account grow 
in ample time to take care of whatever needs may arise. 

Perhaps it is true that the idea of thrift is thus disregarded 
by a large number of our people, but its principle remains funda- 
mentally the same, whether in the hectic atmosphere of a new 
country or in the staid districts of an old world. If the “‘average”’ 
American entertains such ideas, he may be somewhat startled 
to learn that some seven millions of his neighbors are prac- 
ticing a real old-world thrift by means of the building and loan 
associations. Based upon their small savings, the building and 
loan movement has not been outstripped by most of the financial 
institutions alongside which it has grown up, for on June 30, 
1923, its assets were well over $3,500,000,000. It is the one 
type of financial institution which has built up a business almost 
unheralded, and it has a reputation for true community service 
in almost every populous neighborhood of the country. Yet 
even today it is practically unknown to hundreds of our people. 

Probably there are over eleven thousand of these little insti- 
tutions which have built up their business on the instalment plan." 

Each association works principally in the immediate locality 
where it was organized, but some are doing business throughout 
a single state, and possibly thirty extend their field to include 
the territory of other states. The former are usually known as 
“domestic” associations; the latter, when away from home, 
are called “foreign” associations. 

The need for regulation —When a business shows such growth 
almost without outside encouragement, it is sure to attract to 
itself men who wish to take personal advantage of its resources. 
It is comparatively easy for a plausible individual to twist a 
by-law or a constitutional provision to his own advantage. This 
is especially true if he is in an executive position in the associa- 
tion and has won the confidence of his board of directors. The 
directors of our strongest banks have occasionally been lax in 


*See Table III for known statistics, p. 642. These statistics are not con- 
clusive, but they are the most recent figures known. 
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controlling their officers, and they are supposed to devote a 
considerable portion of their time to the duties of their directo- 
rate. It can, therefore, be readily understood how a board 
which meets infrequently, as is the case in many building and 
loan associations, may drift into the habit of placing too much 
reliance upon the judgment of the appointed officers. In most 
associations, reliance will be placed particularly in the secre- 
tary. The moral risk of the borrower, the security for the loan, 
and the use to which each loan is put are left to the secretary. 
If the officer has a record of honest service, there is a real reason 
for placing the burden on him and relying on his judgment. 
It is a remarkable testimonial to the men who have officered 
these associations in the past that the losses have been practically 
negligible, so far as the foreclosure of loans is concerned. From 
the meager data available, it would appear that the record is 
better than that of the state banks. Most of the losses which 
have occurred have been due to defalcation on the part of officers 
who were improperly bonded and who took advantage of their 
position. Even these losses have been small, but, with the 
continued growth of the movement, there is a growing need 
for more adequate regulation and supervision, so that the record 
of the past will at least be maintained. Today thirty-seven 
states and the District of Columbia have some measure of super- 
vision over the building and loan associations which are doing 
business within their boundaries. No department exists in 
Alabama, Georgia, Idaho, Maryland, Mississippi, Nevada, 
New Mexico, South Carolina, Virginia,and Wyoming. In Florida 
and Texas, the supervisors are unable to carry out the provisions 
of the law because of lack of funds. Virginia is in the unfortu- 
nate position of being the victim of a “joker” section, which 
nullifies an otherwise satisfactory law. 

In a few cases an overworked state commission has been 
asked to shoulder this additional burden, with no provision of 
funds for carrying out the work. That the duty is not always 
assumed is scarcely to be wondered at. But with the mushroom- 
like growth of this movement everywhere, the officials of even 
the so-called ‘“‘backward” states have begun to act. For some 





624 H. F. CLARK 


years there have been annual meetings of the state supervisors 
for discussion of their problems. Each year has shown a larger 
number in attendance, and in 1924 most of the state super- 
visors were represented at the Cleveland convention. 

The following study of the supervising situation has been 
made possible largely because supervising officials have them- 
selves contributed so generously of their time and assistance 
in supplying the necessary data. In those cases where super- 
vision is lacking, it has been necessary to rely upon information 
obtainable from other sources, but care has been taken to select 
sources capable of supplying accurate information. 


METHODS OF SUPERVISION 


Thirty-four of the states require an annual examination, 
although in the case of Texas this cannot be carried out because 
of the failure of the legislature to appropriate sufficient funds. 
Two states, Minnesota and West Virginia, require two exami- 
nations annually; North Carolina examines only once in three 
years; and in the District of Columbia the controller of the 
currency is authorized to examine associations “whenever he 
may deem it useful,” but he actually examines semi-annually. 
(See Table I, column 3.) 

Fees.—In order to carry this supervision into effect, most 
of the states (thirty-one in all) charge a fee for the periodical 
examination. Six of these charge only the actual expense of 
examination, and one of these, Rhode Isiand, sets a maximum 
of $50 per year on such expense, evidently to prevent oppression 
of an association by some future official who happens to be 
antagonistic. 

A glance at the map will show the present state of super- 
vision, the cross-hatching indicating the base on which examina- 
tion fees are charged.. It is of particular interest to trace the 
way in which customs move over adjacent state boundaries 
and run for considerable distances. For example, none of the 
southeastern states have yet adopted supervision, but present 
legislation is aimed in that direction in at least two states (Georgia 
and South Carolina). The fee based on assets is rapidly becom- 





REGULATION OF BUILDING AND LOAN ASSOCIATION 625 


ing the predominant type. Nineteen states at present use it, 
although Arkansas combines it with a per diem for the inspector. 
During the preparation of this material, one state has changed 
its laws from a per diem to the asset base. The size of the 
per diem charge would seem to be worth passing notice, especially 
as there is so little regularity about it. Seven states make an 
examination charge on this basis. The per diem ranges all the 
way from $7 to $25, and the expenses of the examiner usually 
are paid by the association in addition to the fee. Poorly paid 





1 fil 
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Fic. 1.—Examination fees for building and loan supervision at close of 1923 
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supervisors will not be of much help in promoting the healthy 
growth of the movement, for while an occasional high-grade 
man will work for small pay from a sense of duty well rendered, 
the profession must pay well if it is to continue to attract the 
only kind of men who will really supervise. (See Table I, 
column 4.) 

Six states are reported as making no charge for examina- 
tions, but at least one of these (Washington) charges an annual 
license fee, which is used for the maintenance of the department, 
and this license fee evidently covers the same purpose as the 
examination fees in other states. On the accompanying map, 
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therefore, the state of Washington has been shaded to show a 
license-fee charge. 

The money received from fees is considered a part of the 
general revenue of the state in twenty cases, and it is segregated 
in eleven others. In only eight cases, however, is this money 
used directly for the support of the supervising department. 
(See Table I, columns 5 and 6.) 

Reports——In addition to the regular examination by the 
supervisors, periodical reports are required by every state 
which maintains a supervising department. These reports 
are supposed to show the true condition of the associations, but, 
on examination, many of them are found to be too perfunctory 
to be of real value. (Table I, columns 7 and 8.) 

Accounting.—Progress in prescribing uniform accounting 
systems has been slow; only six states so far having taken 
this step. Probably this is because it has been felt that the 
individual association should not be hampered in its business 
any more than could be avoided. With continued development 
and the constant introduction of new people into the business, 
however, those progressive supervisors who wish to make their 
own work effective are requesting the associations which come 
under their control to use more standardized types of accounting 
systems. (See Table I, column 9.) 

Forfeited shares——The possibilities of surreptitious profits 
accruing to an association through the use of fines and penalties 
which result in forfeiting the shares of savings members does 
not seem to have made its way home to our governing officials. 
In only two states, California and Washington, is it prohibited 
to forfeit shares because of non-payment of dues or penalties, 
or both. In twelve states, the law specifically provides that the 
proceeds of forfeited shares may be turned into profits. Only 
a little reflection is, needed to show the great possibilities for 
trouble in such a situation. If all instalment savers kept up 
their payments to maturity, no difficulty would arise. But 
the truth of the matter is that many of them become discouraged 
before the long period has elapsed. Twelve years may be the 
average time for maturity in the 6 per cent associations, and it 
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does not seem long when we look back over twelve years. Nor 
does it seem particularly long to look ahead to, for the first year 
or so. But there aways comes a time of stress with the man or’ 
woman of small income. Only those of stronger will are able 
to get by such periods with their savings intact and all payments 
up to date. The result is that in some associations as many 
as go per cent of those who start to save never complete their 
payments, but withdraw before maturity. Even in the best 
regulated associations the number of withdrawals may run up 
to 30 or 4o per cent. Not all withdrawals result in profits to 
the association, nor do withdrawals usually mean forfeiture, 
because in the case of voluntary withdrawals the member usually 
receives all of his dues and at least a part of his profits. If 
the association makes a practice of fining those who are delin- 
quent, the amount of the fines may take up most of the book 
value of the dues already paid in so that the member elects to 
let the entire share go by forfeit in all too many cases. In 
Table I, column to, it can be seen that only four states have 
taken steps to prevent the use of this money as earnings by 
having the fund escheat to the state. These four, Delaware, 
Indiana, Ohio, and Oregon, together with the two states of 
California and Washington, which prevent forfeiture, are the 
only ones which can be said to have acted specifically for the 
protection of the well-meaning citizen who embarks on the long 
road to prosperity by starting to save, but who meets with 
reverses en route. 
BUSINESS PRACTICES 

Par value of shares —There are such wide differences among 
the several states in the way business is carried on that this 
investigation has attempted to include some idea of a few of 
the business practices. For example, the par value of shares 
of stock issued is by no means uniform. It varies all the way 
from $10 per share to $500 per share, with the great majority 
using $100 and $200 shares. In a few states odd amounts are 
in use. For example, in Kentucky we find some shares of $52 
par value, and in Maryland some of $104 and $130. These 
odd amounts are probably used in order that borrowing members 
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may be able to pay a uniform rate per week or month. For 
example, if the par value of a share is $130, and 6 per cent 
interest is charged on a loan of this size, the $7.80 annual charge 
can be paid in weekly instalments of 15 cents each. Weekly 
dues of 25 cents are then paid on the principal, making a total 
weekly payment of 40 cents. (Table II, columns 2 and 3.) 

Advance payments.—The practice is almost universal to 
permit advance payments on instalment shares. (Table II, 
column 4.) It would be well to keep in mind, however, that 
in the case of the serial plan (which is still more generally used 
than any other plan in the United States), such advance pay- 
ments would probably not be accepted for a greater number 
of months than twelve, because advance payments running 
beyond a single year make a cumbersome computation necessary 
to the secretary, and such computations tend to burden the 
bookkeeper unnecessarily. No such difficulty arises in the 
Dayton permanent plan and comparatively little in the ordinary 
permanent plan, because in these associations each share is 
independent of every other share and reaches its maturity when 
the total amount of dues paid in, plus the amount of earnings 
credited on the shares, make the book value equal to the par 
value of the stock. In the serial associations, however, large 
numbers of shares are issued at the same time in “series,” and 
all shares in a given series must share alike in earnings. Since 
earnings are credited usually twice each year, any advance 
payments which apply beyond the date of the dividend must 
be entered separately in order to carry these items to the proper 
place on the books. 

Business territory —It is no longer the general practice to 
limit the business territory of the associations to their immediate 
locality, although it is still done in nine states, but these nine 
states include over one-half of the total number of the associations 
in the country." 


A study should be made of the division of associations geographically and by 
plans, but on the basis of their assets. From the standpoint of the contribution to 
economic progress which the building and loan movement is making, the amount of 
business done is far more significant than the number of associations transacting 
it. The information on which such a study should be based, however, could only 
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In Iowa two types of domestic associations are known. One 
of these, called the domestic local association, limits its business 
strictly to the county within which it is organized. The domestic 
association in Iowa has the privilege of extending its activities 
throughout the state. In New Jersey and Pennsylvania it is still 
the practice for most of the associations to limit their business 
to the county. (Table II, columns 5, 6, and 7.) 

The laws of twenty states will probably permit associations 
organized within their boundaries to go outside the state for 
business, if they wish. When leaving state lines, they become 
known as “foreign” associations in the other states where they 
operate. Asa matter of practice, however, this is not being done 
to any great extent; the number of associations that actually take 
advantage of this privilege probably being not more than thirty." 

It should not be understood by this, however, that all savings 
members in the various building and loan associations are located 
in the states where the home office is found. Many of them live 
elsewhere. By ‘‘extending business outside the state”’ is usually 
meant the making of loans on property or the personal solicita- 
tion of memberships by agents in other states. Such restric- 
tions as are enforced against this practice seem to have their 
origin in the idea that loans should not be made so far from 


be obtained at present by very expensive methods, since but a few supervising 
departments keep the statistics up to date and there are no collected data in the 
states where there is no supervision. When this information is centralized in the 
various state leagues and institutes (supplementing the work of the state officers), 
it should become comparatively easy to make such an analysis. 

* Complete statistics are not available regarding the number of associations 
which go beyond state boundaries. In Table III it is reported that twenty-nine 
are known to do so, but this figure is not to be regarded as anything more than an 
intelligent guess by the supervising officials. Where the laws do not forbid the 
entry of outside associations, and no reports are demanded, they would not be 
brought to the attention of the supervisor except by chance. Since the disastrous 
experiences with the old “national” associations of the nineties, the business has 
had its largest growth in the immediate neighborhood of the local offices. Probably 
none of the associations which do business in other states today go farther from 
home than a day’s train journey. The risk increases with distance, since the 
officers cannot keep themselves informed as to the condition of the security behind 
the loan. It is not impossible to conduct an association on a national basis, and 
there are perhaps half a dozen very successful associations of this type which 
were organized in the nineties and are still doing a large and prosperous business. 
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the home office of the company that the directors may be unable 
to evaluate properly the type of security offered, to say nothing 
of the trouble of estimating the moral risk involved in doing 
a loan business by mail. Seventeen states definitely prohibit 
their associations from going beyond the state boundaries, 
and it might be mentioned that the laws of several other states 
are so restrictive toward “foreign” associations that none of them 
try to enter these states to do business. 

Office hours:—The practice is evidently growing in regard 
to maintaining regular business office hours. A few years ago 
if an association kept its office open every business day, it was 
subject to the criticism that it was a “bank,” and the appellation 
was made by old building and loan men as a stigma. Today, 
in twenty-seven states at least, the practice is general. In 
several of the other states, some of the associations keep open 
house, and in only eight states do we find the practice irregular 
or absent. Connecticut, New Jersey, Pennsylvania, Maryland, 
and Delaware, in the east, and Minnesota in the northwest, 
have practically no associations which maintain regular office 
hours. In Minnesota only the associations in the large cities 
are open each day. (Table II, column 8.) 

Branch offices——In nineteen states of the Union it is now 
possible for building and loan associations to maintain branch 
offices, but, so far as this investigation has extended, very little 
use seems to be made of the privilege. It will be seen from 
Table II, column 10, that the matter has not yet come to the 
attention of the supervising officials, and therefore probably 
should not be regarded as an issue in the building and loan 
movement today. In twelve states, branches are prohibited. 

Amendment of by-laws.—Opinion is about equally divided 
as to whether it is proper or not to allow the directors to amend 
the by-laws of an association. Seventeen states permit it, 
twenty forbid it, and at least two require that the supervising 
officials shall pass on the amendments before they may become 
effective. (Table II, column 12.) 

A confusion appears in regard to the use of the words and 


phrases “charter,” “articles of incorporation,” “constitution,” 
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and “by-laws.” Every association must have its governing 
rules, of course, but in building and loan practice these four 
terms have not yet come to have uniform meanings. It may 
be assumed in all cases where the organization is incorporated 
that it holds either a charter or articles of incorporation from 
the state, granted either under a special building and loan 
statute or under the general corporation laws of the state. It 
could be shown with little difficulty that there is no need for 
a constitution, and that a set of by-laws should suffice. These 
furnish a guide to prevent violation of the state laws, as well as 
to equip the officials to make a success of the business. In 
eighteen states, however, there is no distinction made between 
constitution and by-laws. In sixteen this distinction is made; 
and only in Delaware, Massachusetts, New York, and Washing- 
ton do we find the definite statement that by-laws alone are 
used to govern the associations. (Table II, column 11.) 


CLASSIFICATION OF ASSOCIATIONS ACCORDING TO 
PLANS USEvD 


Many persons have recently come to believe that the ‘‘per- 
manent” plan of collecting savings is the principal, if not the 
only plan which has survived the recent growth of the building 
and loan movement. The statistics presented in Table II 
show in a striking way that this belief is erroneous. The present 
study seems to have been the first one to classify the associations 
since 1893 when Carroll D. Wright, then United States Commis- 
sioner of Labor, issued his voluminous report. 

The figures presented in Table III are merely tentative, 
pending the receipt of more definite reports from seven states. 
All of these states have some associations, but the actual number 
is not large. Correct totals only are shown for three of the 
states, but no reliable classification has yet been received from 
them, hence these totals are not extended to the classification 
columns. In one other respect this is not a complete cross- 
classification table. That is, where one association uses two 
or more plans, the association is counted but once in column 3, 
but each plan is counted once in the classification columns 4 to 8, 
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inclusive. Therefore, even if all associations listed in column 3 
were distributed to columns 4 to 8, inclusive, the totals of the 
latter would not equal that of column 3. 


TABLE III 
BuILpING AND LOAN ASSOCIATIONS OPERATING IN THE UNITED STATES IN 
May, 1924, CLASSIFIED ACCORDING TO PLAN OF CONDUCTING BUSINESS, 
AS REPORTED BY SUPERVISING OFFICIALS AND BY ASSOCIATION OFFICIALS 








NUMBER | Domestic ASSOCIATIONS 

| or | 

Domes- | 
T 





Permanent ; 
Termi- 
nating 
Dayton 





Colorado 

Connecticut ‘ 
Delaware thins 
District of Columbia. . 
Florida 

Georgia 


Iowa. . 

Kansas 

Kentucky 
Louisiana. 
Maine...... 
Maryland........ 
Massachusetts 
Michigan 
Minnesota 
err 
Missouri 

Montana 
Nebraska. . . 
Nevada.... 

New Hampshire 
New Jersey 

New Mexico. .. 
New York... 


North Carolina.. 
North Dakota... 
Ohio 


Oregon... 33 30 | None 
Pennsylvania......... J 4,000(b) | 4,000(g) 
Rhode Island 8 8 8 
South Carolina......... ‘ 154 06| 104 
South Dakota iy 


Virginia. . 
Washington 
West Virginia 
Wisconsin 
Wyoming..... 





Forty-eight states and 
District of Columbiart1,140 =I1, 111 1,938 |1,186 
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TABLE Il]—Continued 








Pians oF Domestic AssocIA TIONS 
Num- 
BER 
RE- Permanent 





SECTION 





. Ni 
Termi- 
: Other seal 
ING nating °. | 
PLANS Regu- | Day- Plans sified 
lar ton 





Middle Atlantic 5,566 
East North Central... . 2,263 
South Atlantic 1,252 
West North Central... 6 387 
South Central 345 
New England 328 
Pacific Coast 225 
113 














10,479 | 7,183 | 1,938 

















NOTES TO TABLE III 


a) Practically all associations use serial plan. 

6) Approximately. 

c) Kansas reports sort Sve associations using permanent or guaranty stock, which sell stock 
to savings members under a definite contract stating the rate of return. 

d) Many types of permanent plans are reported in use in Michigan, but supervisor does not 
separately list them. : 

e) Ashort-term double-payment plan is in use in New Jersey. 

f) In Ohio, 822 made report the past year. There are 1,043 incorporated in the state. 

g) No statistics as to plan, practically all are serial. 

h) “All classes of shares are issued,” in Tennessee, but no report is available as to Dayton plan 
or number using other plans. 

The classification of states into geographical sections was made on the following basis: Middle 
Allantic: New York, New Jersey, Pennsylvania; East North Central: Ohio, Indiana, Illinois, Michigan, 
Wisconsin; South Atlantic: Delaware, Maryland, District of Columbia, Virginia, West Virginia, North 
Carolina, South Carolina, Georgia, Florida; West North Central: Minnesota, Towa, Missouri, North 
Dakota, South Dakota, Nebraska, Kansas; South Central: Kentucky, Tennessee, Alabama, Mis- 
sissippi, Arkansas, Louisiana Oklahoma, Texas; New England: Maine, New Hampshire, Vermont, 
Massachusetts, Rhode Island, Connecticut; Pacific Coast: Washington, Oregon, California; Rocky 
Mountain: Montana, Idaho, Wyoming, Colorado, New Mexico, Arizona, Utah, Nevada. 

The number of “foreign” associations shown in this table is to be accepted merely as an “‘intel- 
ligent guess”’ by the supervising officials. 


Of even greater interest is the summary by states in regard 
to plans’ in use: 

Thirty-two states report the serial plan in use 

Twenty states report the permanent plan in use 


* The differences between “plans” in use may be summarized as follows: 
In the serial plan, shares of stock are issued in “series,” that is, new savings 
members may enter the association whenever a new lot of instalment stock is 
offered for sale. This is usually done twice each year, although quarterly and even 
monthly series are not uncommon. All shares issued on a given date participate 
equally in the profits and all are kept at equal value until they mature. Ifa person 
wishes to enter between the regular dates of issuing new series of shares, he is usually 
permitted to do so by paying up the back instalments due on the shares. Occasion- 
ally an association will sell shares of any previous issue at any time, on the basis of 
their present book value. 

In the permanent plan, instalment shares are issued at any time, and each 
share is independent of all others. Payments are made at regular intervals, profits 
are added when earned, as in the serial plan, but the shares of any member mature 
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Ten states report the Dayton plan in use 

Nine states report the terminating plan in use 

Two states report other plans in use 

Eleven states report that foreign associations enter to do 
business 


when payments of dues and accumulated profits have made a total equal to their 
par value, regardless of the date of maturity of other shares. 

The “Dayton” permanent plan differs from the other permanent plan only in 
that no attempt is made to enforce regular payments. Shares are sold at any time, 
and the member may make as large or as small payments at any time as he sees fit. 
This plan suits the income of a large class of industrial workers whose work for any 
reason is seasonal or intermittent. 

The terminating plan is a survival of that which was first used in the associa- 
tions. It amounts practically to a one-series plan, for when this series matures, the 
affairs of the association are wound up. Loans and receipts are supposed to balance 
each other from the beginning of the association, but in practice this is found to be 
impossible. Later borrowers are required to become members as of the date of 
organization, and they must submit to a discount of the principal of their loan 
equivalent to all back dues and accrued earnings on a number of shares whose par 
value is equal to the amount of their loan. This is done in order that all loans 
may terminate through maturity of shares at the same time. 

In the later years of a terminating association, it is frequently necessary to 
retire free shares at their book value, because of the difficulty of placing the accumu- 
lating funds in loans for so short a period and at such a heavy discount as is neces- 
sary. When all the shares mature, all loans are canceled, and the association is 
“terminated.” The ideal method for such associations would be to have payments 
and loans cancel each other at every meeting of the group. That is, every dollar 
paid in as dues or interest should at once be loaned out again to other borrowers. 
To be effective, this would have to continue right up to the last meeting, so that 
there would be nothing to distribute at the end of the period. The difficulty of 
making loans, payments, and maturities match each other is at once apparent, and 
it can readily be understood why such associations are likely to be wound up at the 
end of six or seven years instead of running to twelve as the plan contemplates. 

Among the “‘other plans” reported to be in use is the “guaranty-stock plan” 
whereby certain persons subscribe to one type of stock as a permanent capital fund 
for the association, and on this fund the association begins business. Instalment 
stock and other types may be issued by the association, and the funds so raised are 
used in the ordinary way. But the instalment stock of such associations usually 
carries a definite contract’ for payment of specific profits. It is possible to make 
such a contract because of the capital fund of the association, since before dividends 
are paid to the guaranty stock, the contract rate must first be paid on the instalment 
stock. The guaranty stock is thus used to assure payment of dividends on the usual 
savings shares. Any further profits may be disbursed to the guaranty-stockholders, 
as in any other corporation, after meeting other obligations. In Kansas, this plan 
is known as the “permanent-stock” plan, and no dividends may be paid on this 
stock in excess of that paid on instalment stock until all liabilities have been 
liquidated. 
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Figure 2, based on the data in Table III, is designed to show 
graphically the distribution of associations in different parts of 
the country according to the plan used. 


LEGEND- Perrmanen?t---P 
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MIDDLE ATLANTIC EAST NORTH CENTRAL 
STATES (5566) STATES (2263) 


Cer Se: 


SOUTH ATLANTIC WEST NORTH SOUTH CENTRAL 
STATES (i252) CENTRAL STATES (387) STATES (345) 


v C [s\44 as. 


NEW ENGLAND PACIFIC COAST ROCKY MTN. 
STATES (328) STATES (225) STATES (I13) 


NUMBER AND KINDS OF BUILDING AND LOAN 
PLANS IN USE IN EACH GEOGRAPHIC SECTION 


OF THE UNITED STATES. (1924) 
(DATA FROM TABLE II) 


Fic. 2 


This whole subject of supervision is so new that the conclu- 
sions that may be drawn from its present condition are far 
from satisfactory. One might say that it is like trying to make 
a statistical study of a thing which is never at rest, even for 
a moment. There are several legislatures now in session which 
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are considering building and loan laws, and it is possible that 
some of the material presented in the accompanying tables is 
already obsolete. But there is a hopeful sign in the fact that 


Data 
right. 


93 and 1923. 
an associations and officials of associations. 


Associations, by U.S. Commissioner of Labor Carroll D. W 
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only twelve states have not yet taken some steps toward 
protecting the savings citizen who uses the building and loan 
association. Improvement in method in regulation and super- 
vision will come with time. 
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COMPARISON OF TABLE III WITH FIGURES FOR 1893 


Note.—Commissioner Wright’s classification of building and ican association plans in 1893 
showed a smaller predominance of the serial plan than is true at the present time. 
His figures were as follows: 








For 1893 Number | re Tonal 





3,306 50.63 
1,772 30.35 
760 13.02 





5,838 100.00 





The figures for 1924 show that of all plans reported 68.54 per cent are of the serial type, and the 


others are divided as follows: 








For 1924 Number pe oe 





7,183 


Regular permanent 1,938 
Dayton permanent 1,186 
Total permanent 3,124 
Terminating 96 
76 

i 





10,479 








Total (all states) 





The largest number of serial associations is reported from Pennsylvania, but since statistics are 
lacking as to plan, there is serious doubt regarding the classification of these 4,000 companies. Many 
of them are probably using some type of permanent plan. If we omit these 4,000 associations alto- 
gether, the percentages would be as follows: 








For 1024 of Total 





49.13 


Regular permanent 1,938 
Dayton permanent 1,186 
48.23 


Total permanent 
Terminating 6 1.47 
Others 3.37 

Total (omitting Pennsyl- 

vania) 





1090.00 











In 1893 there were 1,079 associations in Pennsylvania, according to Commissioner Wright. 
ya these from the first computation, so that the figures may be compared with the foregoing, 








e have: 
For 1893 Number Bu Cont 





2,227 46.79 
1,772 37-24 
760 15.97 





Total (omitting Pennsyl- 
vania) 
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INEQUALITY AND ACCUMULATION 


Notwithstanding the antiquity of the question of inequality, 
its economic consequences have not been worked out to the point 
of anything like agreement. To say nothing of the views of 
more or less radical critics of the present order of society, pas- 
sages can be cited from orthodox economists of the highest author- 
ity which might be construed as lending support to the view that 
inequality prevents saving. On the other hand, we find state- 
ments to the contrary made with every appearance of confidence. 
Professor Keynes, for instance, affirms that (before the war) “it 
was precisely the inequality of the distribution of wealth which 
made possible those vast accumulations of fixed wealth and of 
capital improvements which distinguished that age from all others. 
Herein lay, in fact, the main justification of the Capitalist System.’” 

The teachings of experience as preserved in recorded history, 
which must, whatever we should like to think, determine which 


* See, for instance, Marshall, Principles of Economics, p. 229: “‘We may con- 
clude . . . . that any change in the distribution of wealth which gives more to the 
wage receivers and less to the capitalists is likely, other things being equal, to 
hasten the increase of material production, and that it will not perceptibly retard 
the storing up of material wealth.” 

Compare Irving Fisher, The Rate of Interest, pp. 331-32. ‘Where. . 
wealth tends to be concentrated, and social stratification to be rigid . . . . the 
rate of interest is apt to be unduly high.” 

As to the interpretation of these passages, however, compare pp. 659, 661, 

2 The Economic Consequences of the Peace, p. 19. Professor Cassel takes the 
same view: ‘‘ Der steigende Luxus der Reichen macht ihr Leben immer teuerer und 
vermindert entsprechend ihre Méglichkeiten zu sparen. Jedoch wird der Spargrad, 
also die Quote zwischen Ersparnissen und Gesamteinkommen, in der reichen Klasse 
wesentlich héher sein als in den iibrigen, und der absolute Betrag der Ersparnisse der 
Reichen einen sehr bedeutenden Teil der gesamten Kapitalbildung der Gesellschaft 
bilden. Die Gesamte Kapitalbildung ist deshalb in gewissem Masse von der Ein- 
kommensverteilung der Tauschwirtschaft abhingig. Aller Wahrscheinlichkeit 
nach wiirde eine mehr demokratische Einkommensverteilung den Spargrad der 
Gesellschaft nicht unwesentlich herabsetzen. Besonders wiirde dies der Fall 
werden, wenn die Einkommenssteigerung wesentlich der eigentlichen Lohnarbeiter- 
klasse zugute kommen wiirde.”—V olkswirischaftslehre, p. 209, § 25. 


648 





INEQUALITY AND ACCUMULATION 649 


view is correct, are not less difficult to weigh. In general it 
would seem that decadent nations have been characterized by 
enormous inequality. But the same is true, to a large extent, 
among nations which have presented every appearance of pro- 
gressiveness. In fact, history consists so largely of a record of 
inequalities that the very conception of equality cannot be made 
real without some sort of an imaginative excursion into Utopia. 
The substituting of hypothesis for observation, however, cannot 
lead to serious conclusions if we imagine the causes of evils to be 
removed as well as the evils themselves. There are certain 
fundamental facts pertaining to human nature that it might, 
indeed, be the object of an educational reform to alter; but until 
such a campaign has become an assured success no economic or 
social reform can be successful except by dealing with human 
nature largely as it is. Among these data are, first, the inability 
of man to prefer labor to leisure, beyond a certain point; and, 
second, his propensity to prefer immediate and present enjoy- 
ments to enjoyments only available in the future. 

There are also certain features of the environment that eco- 


nomics cannot afford to overlook even in hypothesis; for instance, 
»“he “‘niggardliness of nature’’; that is to say, the fact that: 


In many places men have congregated in numbers greater than nature 
has there made provision for. Desirable things are scarce in those places 
at least, and it is at least necessary to bring supplies from other places where 
there is a surplus. Moreover, there are many things which we desire which 
nature does not supply at all in the form in which we desire them. Again, 
some things which we desire can only be produced at certain times and sea- 
sons. They must, therefore, be preserved and kept for other times when they 
will be needed.! 


This state of affairs can be alleviated by human effort, but the 
quantity of enjoyable goods that can be produced by the amount 
of labor which people would perform for the sake of the immediate 
enjoyment afforded by the activity would be sufficient to satisfy 
a very small part of the desires of any society. 

Let us then assume that a government should undertake to 
impose on human beings, in the world as we find it, a régime of 


* Carver, Principles of Political Economy, p. 281. 
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absolute equality. Our inquiry will deal, first, with the difficul- 
ties which the maintenance of such a condition would encounter 
as time went on; second, with the effect which efforts to per- 
petuate such a state of equality would exert on the accumulation 
of capital; third—deserting the assumption of equality—we shall 
inquire what are the consequences, as regards the accumulation 
of capital, of a régime of inequality. 

In any attempt to assign an equal income to every person, 
the question would have to be answered: What constitutes a 
person? If we might assume some satisfactory decision on this 
matter at the inception of the new régime, the difficulty would 
recur with the birth of the first baby. Would zt be assigned an 
equal share of the social income or not ? 

This suggests the difficulty of saying what is meant by equal- 
ity. For present purposes we may assume that we desire equality 
in income. But what is ‘income’? The most fundamental 
meaning of this word is “psychic income,’ or the total stream 
of satisfactions derived from material commodities, personal 
services, and also agreeable sensations which can be credited to 
no source except the body itself. Equality of satisfaction, how- 
ever, would demand that if two people have unequal capacity for 
enjoyment, goods and services should be given in greater abun- 
dance to him who can enjoy them least, because the other starts 
with so much greater capacity for happiness that there is a danger 
that he should come off best even if handicapped by poverty. 

Moreover, the net amount of satisfaction enjoyed is to be 
found only after deducting the dissatisfactions, so that a person 
suffering, say, from a painful disease might have to receive a 
fabulously large amount of commodities and services before he 
could be put on the same plane respecting happiness as a person 
in normal health. If such diseases became common, it might be 
necessary to starve people who were not suffering in this way, so 
that their immunity in this direction could be offset by the pangs 
of hunger. 

Such absurdities might indeed be avoided by applying the 
conception of equality not to psychic but to “real income”’; that 


* Irving Fisher, Nature of Capital and Income, chap. x. 
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is, enjoyable commodities and personal services. The only way 
however, of bringing about absolute equality in this respect is 
to make the real incomes consist of the same commodities in 
quality and quantity. This, however, would necessitate an 
attempt to compose an income which would be suitable both to a 
newly born baby and to a hardened adult. 

We thus seem reduced to applying our conception of equality 
to the values of different incomes, allowing at least some degree of 
liberty to the recipient to choose the services and commodities 
of which these equal incomes shall consist. 

The assignment of an equal share in the money income of 
society to a young infant would raise difficulties: what, for 
instance, would happen to the surplus after the very moderate 
supply of milk and cradle room required completely to satisfy 
its wants was paid for? If this surplus were allowed to consti- 
tute an addition to the standard income of the infant’s natural 
guardians, what of the Malthusian danger of population increas- 
ing beyond the means of subsistence even on a reduced scale ? 
This last difficulty might, perhaps, be removed by carefully con- 
trolled infanticide under some sort of 2 selective Herodian law. 
Such a measure, indeed, might go far toward solving the problem 
of poverty if applied with sufficient severity. 

Such wholesale slaughter, however, would be regarded by most 
people as a greater evil than that which it is designed to alleviate. 
Even the milder expedients, which aim at the prevention rather 
than the destruction of life, seem impractical with human nature 
as itis. Much less compulsion would be necessary if the govern- 
ment avoided the possibility of encouraging excessive multipli- 
cation, by assigning the equal incomes, not to individuals but to 
families. If this were done, however, equality would gradually 
disappear, for the families whose multiplication was rapid would 
soon be reduced to poverty relatively to those families which 
barely maintained their numbers. Such a policy would form a 
class of rich people composed, on the one hand, of the sickly or 


* There exist very striking differences in the birth-rate among different classes 
and peoples. That, for instance, in the poorest quarters in Vienna has been given 
as 200 (per 1,000 women aged 15-50); that in the richest quarters of Paris as 34. 
Bailey, Modern Social Conditions, p. 110; Taussig, Principles, Vol. II (3d ed.), p. 242. 
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vicious; and, on the other, of those who exercised a “prudential 
restraint.” 

Prudential or moral restraint, in the sense in which the term 
is used by Malthus would seem to be nothing but a particular 
instance of a psychological characteristic of wide general impor- 
tance; namely, forethought, which might be defined as “the 
willingness consciously to sacrifice an available present satisfac- 
tion in order to obtain a satisfaction in the future.’’ According 
to this definition, if present desires for domesticity and family 
are voluntarily left unsatisfied, owing to the thought that post- 
ponement will enable that family to be better provided for, this 
constitutes an exercise of forethought. A country of which the 
population is endowed with this quality will tend to be sparsely 
settled, but the care bestowed on the nurture of the children will 
be great. 

Reductions in the population, either compulsory or voluntary, 
would prevent the accumulation of capital in so far as capital is 
the product of labor. They might, indeed, dispense with the 
necessity for its accumulation, since increasingly abundani 
natural resources (relatively to the population) might take its 
place to some extent. There are, however, other difficulties con- 
nected with preserving equality among money incomes. 

Fhe first of these is the consequence of freedom in the choice 
of occupation. No matter what exactions the state might make 
as regards labor—and we leave out of account entirely the diffi- 
culty of applying the conception of equality in this respect—at 
least some persons must have at their disposal time which they 
have the option of devoting either to labor, on the one hand, or 
to idleness or amusement, on the other. Those who choose to 
labor cannot be prevented from augmenting the money value 
of their incomes; and this would be alone sufficient to destroy 
equality. 

Secondly, the effectiveness of the labor of different people will 
be different. Some people are more efficient than others, and, 
on the average, obtain valuable objects more easily. Therefore, 
unless labor is measured solely by the value obtained by its per- 
formance, the value of the incomes of different people would be 
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augmented unequally even if their expenditures of labor were 
equal. 

Thirdly, we have to examine the causes of efficiency. To 
some extent they are hereditary, and unalterable by environment 
after birth. Toa large extent, however, they are the result of the 
kind of commodities which the person in question consumes. 
So far, therefore, as people are accorded freedom of choice in the 
spending of their money incomes, we find an additional reason 
why some people are more efficient than others. 

Commodities of equal value possess unequal capacities for 
increasing the efficiency of the consumer.’ A dollar’s worth of 
cocaine, for instance, will injure the consumer; whereas a dollar’s 
worth of roast beef will strengthen his body, and a dollar’s worth 
of educational books will sharpen his mind. It follows, then, that 
a person’s efficiency depends partly—and to an increasing extent 
as time goes on—on his desires. If he happens to like things that 
are good for him, he will always tend to consume them and 
derive a corresponding benefit in consequence; whereas if he 
desires things which hurt him, he will tend to lose his efficiency. 

For the purposes of the present discussion it is more important 
to point out that the possession of forethought, as above defined, 
may have the same effect as desires for things which tend to 
increase efficiency. This characteristic will (provided increased 
efficiency is realized to be a probable condition of increased satis- 
faction in the future) lead a person to consume things that are 
good for him, and to avoid things that are bad, even if he would 
prefer things of the latter class to those of the former. It would 
indeed seem probable that the highest development will always 
demand some degree of forethought of this kind. Much can 
doubtless be done to make beneficial things more pleasant than 
they are; but the time when we may expect that even persons 
who have not acquired a thorough understanding of any science 
will find a school more pleasant than a theater, or a textbook than 
a novel, would seem far removed indeed. 

tI have elsewhere argued that this fact affords a satisfactory criterion for dis- 


tinguishing between ‘‘necessaries” and ‘“‘luxuries.”” See Quarterly Journal of 
Economics, February, 1919, p. 298, and February, 1922, p. 297. 
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It seems, therefore, legitimate to assume that those who pos- 
sess forethought will on the average be more efficient than those 
without it. Since the performance of labor, as well as self- 
development through the consumption of beneficial rather than 
harmful things, is apt to be irksome, we can affirm that fore- 
thought will tend to augment a person’s income, because it will 
lead him both to be more efficient in performing labor and to 
perform more of it. 

A fourth cause of inequality is the consequence of freedom of 
distributing consumption—or the expenditure of money income— 
between different moments of time. A person (assuming that, 
like society as 4 whole, he cannot anticipate his income) may 
either spend his whole income as it comes in or content himself 
with spending a part of it and reserve the rest for the future. 

By following the latter course he practices what has always 
been known as “abstinence.” The ridicule to which this con- 
ception has been subjected by Lassalle and his followers neces- 
sitates a somewhat careful examination of the reasons which 
may lead to the curtailment of consumption. 

Economic students are indebted to Professor Kleene for 
clarifying a very important distinction, namely, that between 
voluntary and involuntary abstinence.’ He points out that 
owing to expansion in the currency, taxation, etc., much capital 
is brought into being through abstinence of the latter class, and 
finds that “to an increasing extent the abstinence necessary for 
the increase and upkeep of desirable apparatus falls upon those 
who are not capitalists and who receive none of the ‘reward for 
abstinence.’”’ 

It is to be noticed that, of the abstinence which Professor 
Kleene classes as voluntary, some involves sacrifice and some 
does not. It may lend distinctness to our ideas if we frame a 
definition of ‘sacrifice.’ I shall take the word to mean the 
voluntary choosing of an alternative less immediately desirable than 
another alternative which presents itself. It is obvious, then, that 
if a person’s means are very large relatively to his desires, he can 

* “Productive Apparatus and the Capitalist,” Journal of Political Economy, 
February 1923, p. I. 
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add to his capital by saving without making a sacrifice; whereas 
if his means are small, or his desires for commodities and services 
insatiable, some sacrifice is necessary before he can restrict his 
consumption sufficiently to allow his capital to increase. The 
abstinence which is classed as involuntary, however, cannot 
involve sacrifice in the sense in which that word is used. It may 
involve suffering of a very pitiable kind, but the suffering is not 
willed. The poor man has no alternative but to restrict his 
expenditure on consumable goods. It may quite well happen 
that his privation may contribute to the formation of capital so 
far as society is concerned, but it does so without his consent." 

Professor Kleene’s use of the word “‘abstinence”’ is also to be 
noticed. He would, apparently, restrict the word to such absten- 
tions from immediate consumption as lead to an increase in capital. 
He writes: 

For a static society there is no need of abstinence in the sense in 
which we use that term There might indeed be more to consume 
if the entire labouring population turned to the direct production of con- 
sumers’ goods and neglected the replacement of worn-out equipment. But 
it would be for a short time only and followed quickly by a distressing decline 
in volume of consumable goods. Abstention from such orgies of consumption 
is obviously so necessary as to be taken as a matter of course. It is not the 
abstinence enshrined in the literature of economics, which aims at positive 
future gains, but only an escape from certain and almost immediate loss. 
It is not felt as abstinence, as a subjective cost of any kind, and should not 
beso designated. Nor would “waiting” bea happier term. There is nothing 
to wait for when people are getting as much as they will ever get.? 


I think there is no doubt but that the weight of authority 
justifies Professor Kleene in using the word “‘abstinence”’ in this 
sense. It gives a very distinct meaning to that word if we make 


This, of course, is not to assert as a general postulate that the poor would not 
consent to save if they had the means to do so. There is, however, no guaranty 
that poor people would always consent to such saving, and in so far as this is true, 
this constitutes a difficulty which democratic socialism, and self-government in 
industry, have to face. It is quite true that capital may be maintained or increased 
by the proceeds of taxation, or by the compulsory withholding of dividends. But 
if individuals would not consent themselves to save, presumably they would not be 
willing to elect persons as governors or managers who would compel them to do so. 

2 Op. cit., pp. 10-11. 

3 This appears to be so also with regard to the German words Sparen and 
Sparsamkeit; but the mere maintenance of capital in a stationary economy requires 
Opfer. See Cassel, Volkswirtschaftslehre, § 6. 
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the decision as to whether or not abstinence has taken place turn 
on the question, whether or not an addition has been caused to 
society’s stock of capital. Nevertheless, this is an objective test 
and not a subjective one. In the passage above quoted, Pro- 
fessor Kleene makes a distinction between “abstinence” and 
“abstention from consumption”—words which I have ventured 
to italicize. The latter is of the same nature as abstinence, but 
is not carried quite so far, since it aims merely at the maintenance 
of existing capital and not at its increase. 

There is, however, no reason to assume that abstention from 
consumption begins to entail a subjective cost only when carried 
so far as to amount also to abstinence. This may or may not be 
the case, according to circumstances. Any abstention from con- 
sumption involves dissatisfaction or sacrifice when there exists 
a desire which is not satisfied. If, however, all present desires 
are satisfied, it involves no sacrifice to abstain from the con- 
sumption of additional commodities which are or might be made 
available. 

Professor Kleene’s distinction between voluntary and invol- 
untary abstinence clearly applies to all abstention from consump- 
tion where goods might be used to satisfy existing wants. If 
goods are not used thus, but are instead reserved for the future, 
the diminution of present consumption which takes place must 
be either with or without the consent of the person whose desires 
are unsatisfied. If it is without his consent, his abstention is 
involuntary. If it is with his consent, it involves subjective cost, 
or sacrifice in the sense in which that word has been defined. 

Now, evidently, sacrifice in this sense can take place only if 
two conditions are present: namely, forethought, and the expec- 
tation that the present sacrifice will be compensated by a future 
satisfaction at least as great.’ . 

The lower forms of animal life, for instance, will not con- 
sciously make provision for the future, no matter how much 


*It may be a psychological law that the future satisfaction must always be 
greater. Béhm-Bawerk holds that the future is always undervalued relatively to 
the present, owing to the shortness and uncertainty of life, weakness in the will, and 
defective imagination. See his Positive Theory of Capital, Book III, chap. v, and 
his eleventh Exkurs to that work in the last volume of the third (1912) edition. 





INEQUALITY AND ACCUMULATION 657 


their well-being might be increased if they did so. The honey 
of the bee and the dam of the beaver do, it is true, involve activi- 
ties which result in a future satisfaction. But these are carried 
on in obedience to instinct, and do not involve sacrifice in the 
sense just explained. Instances of unselfishness are also to be 
found in the animal world. But when the she-wolf faces death in 
defense of her cubs, she does so in obedience to instinct also. It 
is the present situation, the danger to her offspring acting on her 
maternal instinct, which evokes this response, and it is not a sac- 
rifice of immediate satisfaction caused by the expectation that by 
such a sacrifice a greater satisfaction may be enjoyed in the future. 
Conduct of the last-mentioned character is possible only to beings 
who possess consciousness and forethought as already defined. 
No degree of forethought, however, will induce a man to make a 
sacrifice in any of the respects specified unless he expects that 
this sacrifice is the condition of attaining some future satis- 
faction. Moreover, the less certain the future satisfaction ap- 
pears, the smaller will be the inducement to make the present 
sacrifice. 

To revert to the state of affairs which would obtain if all 
incomes were equalized. It is true that, notwithstanding all the 
tendencies away from equality which were noticed above, incomes 
could be made equal, periodically, by a powerful government. 
This, however, could only be done by depriving those who had 
made sacrifices of the benefits of such a course of conduct. This 
would be true whether the sacrifice took the form of consuming 
beneficial necessaries when harmful luxuries were more imme- 
diately pleasant; of laboring when one would prefer leisure; or 
of abstaining from consumption when unsatisfied desires existed. 
Equalization would, in fact, inevitably discourage the exercise 
of forethought. Assuming that no sacrifice will take place with- 
out an inducement, any attempt to equalize incomes would also 
tend to prevent the accumulation of capital. This follows from 
the fact that capital is the product of labor not intended for 
immediate consumption.’ Its accumulation, then, is equal to 


* Most of the definitions of capital agree in attributing to it these characteristics. 
See Béhm-Bawerk, ibid., Book I, chap. iii. 
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production minus consumption.’ If, therefore, production is 
decreased, or consumption increased, accumulation will be pre- 
vented. But if people are deprived of inducement to make sacri- 
fices for the sake of the future, their labor will be less efficient 
because their self-development will be less; less labor will be 
performed because some of it is disagreeable; and more will be 
consumed because abstinence from consumption, or waiting, 
involves sacrifice except where present wants are completely 
satisfied. Consequently, equalization of incomes will have the 
effect both of decreasing production and increasing consumption.’ 

Although accumulation without sacrifice. would be impossible 
without an enormous development of invention and increase in 
the amount of capital previously accumulated if wealth be equally 
divided, the question may be raised, whether this impossibility 
might not be less absolute if wealth be unequally divided. In 
other words, Does inequality promote automatic saving ? 

The strict application of the foregoing analysis would seem 
to support the view that under certain conditions saving would be 
facilitated by an unequal division of wealth. These conditions 
are: first, that the available stock of enjoyable commodities is 
limited, so that they exist in quantities insufficient completely 
to satisfy the desires of all mankind for them; second, that 
human desires are also limited and are not indefinitely expansible 
no matter what stimulation may be applied to them; third, that 
no one’s desires are so very small that if wealth were equally 
divided he would have enough completely to satisfy his desires; 
fourth, that there are some people who refuse to make a sacrifice 
for the sake of the future, and that these people are not all to be 
found among the rich. 


* For the analysis on which this proposition is based, see ‘‘ The Nature of Inter- 
est and the Causes of its Fluctuations,”’ Quarterly Journal of Economics, August, 1917. 

?In Russia, where an attempt is made to secure some degree of equality in 
incomes, it has been found necessary to “establish an iron discipline, beyond the 
wildest dreams of the most autocratic American magnate”? (Bertrand Russell, 
The Practice and Theory of Bolshevism, p. 96). This presupposes enormous inequal- 
ity in power. It is rather significant that in spite of this discipline, the industry 
in which the factor of capital is of most importance, namely, transportation, is the 
sphere in which the Russian paralysis has been most complete. See Pasvolsky, 
Economics of Communism, pp. 87 f. 
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If the first three of these conditions are present, it is evident 
that, if money incomes were all equal, saving could only take 
place if sacrifices are made. On the other hand, since no one’s 
desires are absolutely limitless, it would be possible, by making 
incomes unequal, to give to some an income so large that it would 
be more than sufficient completely to satisfy their desires, so that 
for them saving would be possible without sacrifice. It is true, 
of course, that such a distribution of incomes would not prima 
facie lead to an increase of happiness in the aggregate, but rather 
to a decrease, since the poor might suffer misery which would 
much more than counterbalance the trivial satisfactions of the 
rich. But, however repulsive such a state of affairs may be, its 
effect on saving might be beneficial. This is so, owing to the dis- 
tinction between voluntary and involuntary abstinence above 
referred to. A shipwrecked sailor, dying of thirst, would not 
be able to diminish the supply of water in another boat to which 
he had not access. On the other hand, the crew of the other 
boat might have more water than they could find any use for, 
so that they would experience no difficulty in saving a part of 
their supply." 

The validity of the foregoing conclusion depends on the fact 
that saving is something purely negative or passive. Conse- 
quently, it can take place without previous training or present 
motivation. To assert that the accumulation of capital can be 
furthered by persons who have no direct motive to try to further 
anything seems almost paradoxical. Nevertheless, this result 
seems actually to be in conformity with fact. The accumulation 
of capital demands both labor and waiting. Of the labor, some 
is irksome, involving sacrifices that will not be made in the 
absence of an external inducement. But some of the labor may 


* Cf. Irving Fisher, The Rate of Interest: “In general, it may be said that the 
smaller the income the higher is the preference for present over future income” 
(p. 94). 

It is important, however, to note the qualification to which the reasoning of the 
present paper is subject. As pointed out by Marshall in the passage quoted at the 
beginning, the inequality must not be so extreme as to leave the poor short of neces- 
saries; otherwise the increased abstinence will be counterbalanced by decreased 
production owing to the inefficiency of labor. 
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be pleasant, and where this is the case, it would be performed in 
the absence of inducement. From the objective standpoint, 
however, it makes no difference. The result may be achieved 
equally well by those who detest their occupations and are only 
driven to continue them by the fear of the direst suffering if they 
fail to do so, or by those who are so interested in their work that 
they would, if necessary, be ready to pay for the privilege of per- 
forming it. In exactly the same way the necessary “waiting” or 
“abstinence”? might be contributed either by the underpaid 
workman striving desperately to avert the degradation of poverty 
in his declining years, or by the rich voluptuary who leaves 
his capital in industry simply because he has no reason for 
drawing out. 

It is important to note the implication here: If people are so 
wealthy that the mere absence of temptation to spend constitutes 
a reason for their saving, they are equally devoid of any selfish 
inducement to make sacrifices in other ways. This implies that 
their labor will cease at the point at which it ceases to be the most 
agreeable employment which is open to them. Consequently 
they will, on the average, perform less labor than a poor man will. 
There is also an implication that they will be less assiduous in 
their efforts at self-development, since this also to some extent 
requires sacrifice. Consequently they will tend to be less effi- 
cient, or to require more discipline during youth in order to be 
as efficient as people whose future welfare depends more entirely 
on the success of their own efforts. 

What, then, of the long-run consequences of inequality under 
the foregoing assumptions? A supply of capital is to be expected 
adequate to take advantage of a reasonably large proportion of 
the opportunities which the technological knowledge of society 
renders available. But some inefficiency is likely to arise. It is 
not, indeed, necessary that the persons who contribute the “‘absti- 
nence”’ to industry should be the same as those who contribute 
the labor; but the power effectively to contribute this “waiting” 
implies the power to dissipate or preserve the capital of an indus- 
try. This means determining its policy as regards the distribu- 
tion of its income between the payment of wages and dividends, 
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on the one hand, and the re-investment of capital in the business, 
on the other. If this power is lodged with someone other than 
the laborers, it would seem also bound up with the power to main- 
tain or relax discipline. This is a power which is required to 
counterbalance the legal right to the stipulated wages which the 
workmen can enforce through the courts. It is the irksomeness 
of labor which makes discipline necessary, and inasmuch as the 
performance of irksome labor involves “ sacrifice’ (according to 
the definition of that word given above) the compulsion implied 
in the idea of discipline is required to take the place of the sacrifice 
which the workmen, on account of their poverty, might be 
inclined not to make even to the extent to which it would be to 
their interest to do so. The exercise of these functions would 
seem to necessitate the right of appointing and dismissing the 
managers of an industry, or at least of having a voice in such 
appointments. 

Such a right, however, requires for its exercise judgment of a 
rather high order, likely to be possessed only by a character of 
some strength. But if a family is to be exposed for generations 
to the temptations of great wealth combined with the absence 
of selfish inducements to resist them, it will require a very high 
degree of native excellence to resist the tendency to degenerate.’ 

It would be irrelevant to the present discussion to speculate 
on the influences which protect powerful families from decay, 
were it not for the fact that the same influences operate on the 
progress of the whole nation. It is worth while to note, therefore, 
that the present argument has hitherto been hypothetical, resting 
on certain assumptions, before stated. Of these, the assumption 
that existing wealth, if equally divided, would be insufficient 
completely to satisfy the desires of anybody is roughly conform- 
able to fact. Even in the United States, it would, for the year 
1918, have amounted to only $586 per head.? The assumption 
that human desires are not only limited but incapable of being 

* See Irving Fisher, The Rate of Interest, chaps. vi, § 9, xii, § 5, xvii, §5, where 


due stress is laid on these factors. The passage quoted at the beginning of this 
paper is, therefore, not in conflict with the general conclusions here arrived at. 


2 Income in the United States (National Bureau of Economic Research), Vol. I, 
p. 68. 
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indefinitely increased would seem on the whoie to be contrary 
tofact. The true facts are probably those described by Professor 
Carver, where he represents the immediate present and selfish 
desires of the self as the most pressing, but after these are satis- 
fied effect is given to desires for the welfare of others, especially 
those near in point of space or similarity to ourselves, and to 
desires for the welfare of ourselves and our families in the more 
and more distant future.’ Even the immediate desires of the 
present self are very expansible, and if the increase takes place 
in desires for things the consumption of which is beneficial, the 
consequence would seem necessarily favorable. 

The fact that the desires of some people are greater than the 
desires of others constitutes a distinct circumstance among those 
which cause accumulated capital to increase or decrease. Assum- 
ing incomes to be unequal, if the large incomes were controlled 
by those whose desires were most easily satisfied, and the small 
incomes by those whose desires were greatest, the tendency for 
inequality among incomes to promote accumulation would be 
furthered by the inequality in desires. The tendency for the 
rich to lose incentives for exertion would also be accentuated. If, 
on the other hand, the largest incomes were to accrue to those 
whose desires were greatest, the fact that desires were unequal 
would tend to prevent the accumulation of capital, counteracting 
the effect of inequality of incomes in promoting it. 

In the actual world, it is probably the case, as a rule, that the 
desires of the rich are greater than those of the poor, owing to the 
fact that custom has a powerful effect in modifying desire. It 
may also happen frequently that the longer wealth and power 
remain in a single family, the greater the desires will become, and 
consequently the less saving they can do without sacrifice. If 
this is so, the increase of capital may as a rule be expected to be 
followed by an increase in extravagance, which might even 
become so great as to check accumulation. On the other hand, 
the rich will not lose incentives to strenuous exertion, and so will 
be able to preserve their vigor, except in the event of the increase 


* Principles of National Economy, chap. ii. 
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in their desires being in those the satisfaction of which is injurious 
rather than beneficial. 

Another obvious reason exists which must prevent the rich 
from losing incentives for exertion; namely, that there are many 
objects of desire which cannot be bought with money. Desires 
for some of these things, such as good health, presuppose weak- 
ness; others, such as knowledge, or any kind of excellence, are 
apt to be desired only by those who possess rather exceptional 
strength of character. An example of this class of things which 
is capable of being greatly increased is competition with equals, 
which, when it takes the form of dangerous sport, or personal 
combat such as duelling, may provide incentives of the highest 
conceivable degree. Modern rivalry in business seems to provide 
a complete substitute for the cruder stimuli of more barbarous 
ages. 

Nevertheless, it is plausible to contend that one of the dangers 
of inequality in the distribution of wealth, unaccompanied by an 
increase in higher desires or of wholesome and effective discipline, 
is that the incentive to action, necessary to preserve vigor of 
character, might be lessened in the case of the rich to such an 
extent that deterioration might take place. It should be pointed 
out, however, that whether or not there is any truth in the con- 
tention, it does not constitute an argument in favor of equalizing 
wealth; it tends rather to support the view that wealth should be 
concentrated, in order that its demoralizing effects may be con- 
fined to as few as possible. In any case, it is clear that any 
attempt to produce by compulsion equality in income would have 
the same paralyzing effect on character as might be feared from 
wealth itself, and this effect would take place immediately, 
instead of being deferred. It is not unsatisfied desire in itself 
which is required to call forth vigorous action, but rather such 
dissatisfactions as are capable of being removed by the exertions 
of the person affected by them. 

The main conclusions that seem to find support in the reason- 
ing here suggested are, first, that so far as the accumulation of 
capital is a factor in the well-being of society, inequality in itself 





664 A. F. McGOUN 


is only an evil when carried so far as to leave the poor short of 
necessaries for the full development of their efficiency. Inequali- 
ties short of this constitute a menace to social well-being only 
when it renders possible the concentration of power in the hands 
of those who are likely to misuse it. The reformer, therefore, 
ought to concern himself with the methods by which men acquire 
wealth rather than with the amount of it which any individual 
may possess. 

Secondly, the various classes of “labor legislation’ —from 
the sanitation of factories to the minimum wage—and also such 
social measures as poor relief and free education should have as 
their true object “the conservation of the human resources of 
the nation.’”* This at any rate affords a more unanswerable 
ground on which to support reform than any a priori assumption 
of the desirability of equality in the distribution of wealth. 

A. F. McGoun 


UNIVERSITY OF ALBERTA 
EDMONTON, ALBERTA, CANADA 


* Motto of the American Association for Labor Legislation. Compare Cassel, 
op. cit., § 10, where it is argued that there are certain “collective wants” which it 
is expedient to satisfy, if necessary, at the expense of the taxpayer, and which in- 
clude maintaining the efficiency of industrial workers. 
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I. THE DEVELOPMENT OF THE IDEA OF VOCATIONAL 
REHABILITATION 

The traditional attitude toward cripples in the United States 
has been one of charity. We have regarded the unfortunates 
with sympathy, but have considered their plight as one of inevit- 
able helplessness and dependence. 

Persons injured in wars in America have, since colonial days, 
received pensions. Since the Civil War the amounts awarded 
have presumably been in relation to the extent of the disability. 
Provisions have been made for soldiers’ homes both by the states 
and by the national government. By a federal law of 1870, 
artificial limbs renewable every five years were provided for. 
But all governmental action for the military cripple down to the 
Great War was based on the concept of the cripple as a depend- 
ent, and nothing was done to make him independent and 
self-supporting. 

Those disabled in civil life were in an even worse position. 
They received no public consideration except when their incapa- 
city made them public charges. Where blame for an accident 
could be assessed, the unfortunate had a common-law tort action 
for damages. In industrial accidents, employeis had common- 
law defenses which made damages difficult to attain and un- 
certain. 

The workmen’s compensation laws changed the situation of 
industrial cripple somewhat by making compensation definite and 
more certain. Oftentimes, however, the industrially maimed lived 
on his compensation award in the short period that it lasted and 
at the expiration of the term was unprepared to support himself 
and his family. The purpose of workmen’s compensation laws 
was to pay for damage done, and not to restore the worker to 
self-supporting independence. 
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Belgium was the first country to adopt the policy of rehabili- 
tating the cripple under public auspices. It occurred to a public- 
spirited lawyer, one Paul Pastur, that it was cheaper to retrain 
cripples for self-supporting work than to maintain them in 
idleness. In 1908 a school for the training of cripples at Charleroi 
was established by the Province of Hainaut. This institution 
was doing effective work when the war broke out. Charleroi 
lay in the path of the Germans, and the school went out of 
business soon after the war started. The director of the school, 
M. Azer Baseque, in his flight before the Germans landed in 
Lyons in November, 1914, when Mayor M. Edouard Herriot’ 
of that city was trying to solve two problems, one a labor shortage 
and the other relief for war cripples. The appearance of the 
Charleroi schoolmaster gave Mayor Herriot his cue, and a school 
for retraining cripples was established. The “Ecole Joffre,” 
as the institution was named, was copied elsewhere in France 
and in other European countries. 

News about the French school came to the United States but 
made little impression down to the time that we entered the war. 
In June, 1917, the American Red Cross established the Red Cross 
Institute for Crippled and Disabled Men. The Institute pub- 
lished a series of monographs on the care of the disabled in Euro- 
pean countries, carried on an educational campaign, and estab- 
lished in New York schools for training cripples. 

On June 27, 1918, the president signed the Vocational Re- 
habilitation Act providing for the retraining and placement in 
suitable or gainful occupations” of disabled persons who had 
served in the military or naval forces of the United States. The 
Federal Board for Vocational Education, which had been created 
by the Smith-Hughes Vocational Education Law, was made the 
agency for administering the rehabilitation law. The Board 
had a rather stormy time of its management of soldier rehabilita- 

* This development is related by Garrard Harris in The Redemption of the 
Disabled and D. C. McMurtrie in The Disabled Soldier and Reconstructing the 
Crippled Soldier. 

2 The present prime minister of France. 


3The government of Belgium, in 1915, established an elaborate school for 
training war cripples at Port Villez in France. 
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tion and was the subject of a congressional investigation in 1920. 
By an act effective August 24, 1921, control over the rehabilita- 
tion of the war-maimed was transferred to the newly created 
Veteran’s Bureau. 


Il. THE CIVILIAN REHABILITATION LAW IN CONGRESS 


While the bill for the rehabilitation of soldiers was before 
Congress, considerable pressure was brought to bear to the end 
that persons injured in the industry be included in the rehabilita- 
tion program. While the soldiers’ bill was still under discussion 
a bill drawn by Representative John H. Bankhead, of Alabama, 
was introduced simultaneously in both houses by Congressman 
Bankhead and Senator Smith, of Georgia. Hearings were held 
by the Committee on Education and Labor on December 9-11, 
1918, but the bill was not pressed for passage at that time 
because, as Congressman Fess, of Ohio, who succeeded Congress- 
man Bankhead as chairman of the Committee on Education and 
Labor, later said: ‘‘The soldier rehabilitation was purely federal, 
while the industrial would be both federal and state.” 

The Bankhead-Smith bill was reintroduced in June, 1919, in 
the Sixty-sixth Congress. The bill had easy sailing in the 
Senate, where it was passed June 21, 1919. In the House it 
met with sturdy opposition. The majority in Congress had been 
changed by the election, from Democratic to Republican. The 
earlier federal aid acts' had been passed by Democratic Con- 
gresses, a considerable amount of the leadership coming from 
the South, which received more in relation to federal taxes paid 
than the wealthier states of the North. Now was to come a 
test of the position of the Republicans on this kind of legislation, 
and the controversy on the bill is important for that reason. 

During the course of the debate many of the older members 
of the House on both sides arrayed themselves against the bill. 
The veteran former speakers, Joseph Cannon and Champ Clark, 
were against it because it was “paternalistic and visionary.” 


t The Smith-Lever Act, 1914 (agricultural extension); the Good Roads Act, 
1916; the Smith-Hughes Act, 1917 (vocational education); and the Chamberlain- 
Kahn Act, 1918 (venereal diseases). 
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Congressman Good, of Iowa, chairman of the Appropriations 
Committee, argued that the time was particularly bad for such 
legislation, because of the general demand for economy. He 
admitted that the general purpose of the bill might be praise- 
worthy for a state or local government but he declared that it 
was utterly outside the sphere of federal legislation. <A part of 
Mr. Good’s argument of October 11, 1919, follows: 


Here is a family of children, the father is sick, the mother is sick, and 
the children are dying of disease. Are we to withhold our support from 
them? Here is an old man or an old lady who has been a useful citizen. 
Shall we deny the support that will give them a livelihood? .... In 
deciding these questions we must decide the functions of government, and I 
take it that it was never the intention of the founders of the Republic and 
framers of the Constitution to provide that all these services, no matter 
how worthy they may be, come out of the Federal Treasury. 


Congressman David I. Walsh, of Massachusetts, a Democrat, 
attacked the general theory of federal aid. He argued against 
the bill that New York, Pennsylvania, Massachusetts, Ohio, 
and Illinois, the great industrial states which pay nearly half 
of all income taxes, would pay for training the cripples of Ala- 
bama. “Let Alabama care for her own cripples,’”’ said Walsh. 
Others raised the states’ rights issue against the bill. 

There was a recognition by some that this was an extension of 
the federal government into a new field, that of social service. 
Moore, of Virginia, in speaking against the proposed measure, 
said that “if we started on the policy here indicated, there would 
be no limit to it. It could be applied to insurance against 
accidents, insurance against sickness, old age pensions, and 
almost anything that would appeal to human sympathy.” Mr. 
Fess in replying agreed and said that he expected to see the 
government in some of these fields in the course of a few years. 

Mr. Mondell, of Wyoming, was one of the older Republican 
conservatives who supported the bill with vigor. He declared 
that there is a growing “sentiment in favor of national leadership, 
stimulus, and direction in various lines in which the primary 
responsibility is local and in which the states and communities 


* Congressional Record, October 11, 1919. 
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must wield the laboring oar.’ Vocational rehabilitation he 
thought was of this character. 

The bill, which differed slightly from the original which had 
already passed the Senate, was passed by the House on October 
17, 1919, by a vote of 196 to 106 and went to the Senate. The 
Senate committee to which the action of the House was referred 
struck out all after the enacting clause and substituted the Senate 
bill as an amendment. The Senate passed its own bill on April 
12, 1920. There were a number of minor differences between 
the two bills. The House bill was to take effect in 1919-20; 
the Senate bill made the law effective beginning July 1, 1920. 
The House bill authorized an appropriation of a million dollars a 
year indefinitely. The Senate made an appropriation of a like 
amount but limited the application to 1920-24. The House 
bill limited rehabilitation to persons who were unable to pay 
their own expenses. The Senate amendment put no limitation 
upon the ability of the injured man to pay for it himself. The 
Senate amendment limited the amount to be used for studies to 
$75,000 per year and placed a time limit of four years, while the 
House bill provided $150,000 annually for studies for an unlimited 
period. The Board for Vocational Education had suggested $200,- 
ooo, and this amount was in the original Bankhead-Smith bill. 

The Senate had asked for a conference, but in order not to 
postpone action further, those who were in charge of the bill in 
the House agreed to support the Senate amendments, and on 
May 25, 1920, the House concurred in the action of the Senate. 
President Wilson affixed his signature on June 2, 1920. 


III. PROVISIONS OF THE FEDERAL REHABILITATION LAW 


The law appropriated $750,000 for distribution among the 
states in the year ending June 30, 1921, and $1,000,000 in each 
of the three years following. The appropriation thus expired 
on June 30, 1924. At the first session of the Sixty-eighth Con- 
gress (1923-24) a bill was passed authorizing a continuation of 
the $1,000,000 annual appropriation for three years more,’ 


*The Senate bill had provided for an extension of two years, while the 
House bill provided for four years. A conference committee of the two houses 
compromised on the three-year provision. In the discussions of the new bill in the 
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and otherwise in general re-enacting the original law. However, 
Congress did not make an appropriation for the purpose, and as 
the old appropriation expired on June 30, 1924, the states are not 
at this time receiving allotments. As the new law has definitely 
pledged government support for rehabilitation for three years 
commencing July 1, 1924, an emergency appropriation will 
doubtless be passed soon after Congress convenes in December. 

Allotments of the appropriated amounts are made among the 
states in the proportion which their populations bear to the total 
population of the United States, not including the territories, 
outlying possessions, or the District of Columbia. The allotment 
of any state that would amount to less than $5,000 in any year 
is brought up to that amount out of an additional appropriation 
of $46,000 for 1920-21, and an appropriation of $34,000 for 
each year thereafter. 

The Federal Board for Vocational Education is the federal 
administrative agency, and the co-operating agency in the state 
is the state board for vocational education. To place itself in 
co-operation with the federal government, a state is required to 
accept the act by a formal act of the legislature, which empowers 
and directs the state board for vocational education to co-operate 
with the Federal Board, and definitely appoints the treasurer of 
the state as the custodian of the federal funds allotted to the 
state. 

When the state has taken the foregoing steps, and, in addition, 
has developed a plan for the co-operation of the state workmen’s 
compensaticn board with the state board for vocational education 
in rehabilitation matters, and provided for the supervision cf 
courses, co-operation has been established. To care for states 


House of Representatives on May 10, 1924, there were indications that Congress 
would not be disposed to continue the aid to rehabilitation indefinitely. Mr. Snell, 
of New York, who controlled the time alloted to those supporting the bill, said that 
it was the feeling of the Rules Committee that the new law should contain a pro- 
vision notifying the states that after the expiration of the extension (of four years 
provided in the House bill) no further aid from the federal government would be 
forthcoming. Chairman Dallenger of the Committee on Education indicated that 
he would not oppose such a provision in the bill. However, the new law contains 
no such provision. 
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whose legislatures did not meet between the date of passage of 
the act and December 31, 1920, it was provided that the gov- 
ernor of the state might accept the provisions of the act, and 
in such event the state would be entitled to the benefits of 
the act until the legislature met and had been in session for 
sixty days. 

Having taken the formal action to place itself in co-operation, 
to receive its allotment, a state must match each dollar of federal 
money as a minimum, expend both the federal and matched funds 
solely for vocational rehabilitation as the Board has defined that 
term, hold its courses open to disabled federal employees, subject 
itself to an annual audit, and render an annual statement of its 
plans and such reports as the Federal Board for Vocational 
Education may require. State funds to match federal funds 
need not be appropriated by the state itself, but may be supplied 
by subordinate governmental jurisdictions or by donations. It is, 
however, necessary that the money to match the federal funds 
be expended under the supervision and control of the state 
board. 

The Federal Board is given authority to withhold the allot- 
ment from any state whenever it determines that the funds are 
not being properly expended, the state having an appeal to 
Congress in sucha case. Encouragement is given to the spending 
of the annual allotment in full each year by the provision that 
any amount unexpended is to be deducted from the next year’s 
allotment. 

The Federal Board for Vocational Education makes a quarterly 
certification to the Secretary of the Treasury of the amounts to 
which each state is entitled. Thereupon the Secretary of the 
Treasury transmits funds to the state treasurers, who are consti- 
tuted custodians of the funds. The treasurer of the state dis- 
burses the funds on the order of the state board for vocational 
education. 

This is strictly a federal aid propcsition. The federal govern- 
ment does not enter into rehabilitation work at all, but merely 
extends financial assistance for purposes which the Federal 
Board for Vocational Education considers appropriate. 
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IV. THE SCOPE AND APPLICATION OF THE LAW 


The act is for ‘‘the promotion of vocational rehabilitation of 

persons disabled in industry or otherwise and their return to 
civil employment.” As to what persons are eligible to receive 
benefits, the provisions of the act and the statements of the 
Board are in very general terms. The Board has declared that 
any person is eligible to receive the benefits of vocational rehabilitation 
under the act, who, by reason of a physical defect or infirmity, whether 
congenital or acquired by accident, injury, or disease, is or may be expected 
to be totally or partially incapacitated for remunerative employment in 
industry, or in any legitimate occupation, and who may reasonably be 
expected to be fitted to engage in a remunerative occupation after completing 
a vocational rehabilitation course. 
All injured employees of the United States government are 
specifically made eligible for rehabilitation by the law itself. 
Apparently Congress had chiefly the industrial handicapped in 
mind, for there is the following provision in the act: 


In those states where a state workmen’s compensation board, or other 
state board, department, or agency exists, charged with the administration 
of the state workmen’s compensation or liability laws, the legislature shall 
provide that a plan of co-operation be formulated between such state board, 
department or agency, and the state board charged with the administration 
of this act. 

In a bulletin? issued in February, 1922, after a year and a 
half of experience with rehabilitation work, the Federal Board 
makes this statement indicating the limited application of 
vocational rehabilitation to other than industrial disabilities: 
“Except in a few states, agriculture is not covered by state 
workmen’s compensation laws, and it follows that persons injured 
in agriculture are not automatically reported for help in working 
out their economic independence. In these cases reporting is 
more or less a matter of chance.” For the same reason, the 
reporting of all accidents other than industrial is a matter of 
chance. 

t Section 3, item (3). 


* Vocational Rehabilitation in Rural Communities, Federal Board for Vocational 
Education Bulletin 72. 


3 Also see p. 675 under “Analysis of Accomplishments under the Federal 
Rehabilitation Act.” 





CIVILIAN VOCATIONAL REHABILITATION 673 


Since the purpose of the act is to rehabilitate disabled persons 
so as to return them to civil employment, those who have not 
reached the age when they could legally work do not come within 
the permitted class.‘ Others excluded are ‘‘those eligible for 
training by the Veterans’ Bureau, those temporarily disabled, 
and those so seriously injured by accidents and by disease as to 
have been rendered incurable with no possibility of ever returning 
to the normal or approximately normal physical life.’ 

One other class has been excluded from the benefits of the 
act: those already gainfully employed who desire to change 
their occupation.s A teamster who stammered applied to the 
Illinois board for treatment for the impediment in his speech 
and for training as an auctioneer. He was denied assistance, as he 
was not incapacitated for remunerative employment in the 
occupation in which he had long been engaged. 

The Federal Board interprets vocational rehabilitation largely 
as a school proposition. This limitation it establishes by way 
of definition: ‘The expenses included in the maintenance of 
vocational rehabilitation are tuition for persons undergoing vo- 
cational rehabilitation under the act, instructional supplies 
necessary for individuals in training not customarily furnished 
by the particular type of training agency providing the course, 
and any necessary administrative expenses.” Federal funds or 
matched funds may not be used for medical care, or for surgical 
appliances, or for the maintenance of the handicapped during 
training. Expenditures are likewise ruled out for occupational 
therapy ‘‘except where it is a part of definite preparation for 
specific occupation.”’ In like manner expenditures for prostheses 
are ruled out except in the very small percentage of cases where 


* “No persons are eligible who have not yet reached employable age, that is, 
sixteen years.”—-Vocational Rehabilitation, Bulletin 28, p. 7, Illinois Board: for 
Vocational Education. 

2 Paper by Dr. R. M. Little, director of rehabilitation, State of New York, at 
National Conference on Vocational Rehabilitation, 1924; published in Bulletin 93, 
Federal Board for Vocational Education. 


3 Interview with Mr. H. D. Battles, supervisor of civilian rehabilitation for 
Illinois. 

4 Letter to writer from J. C. Wright, director of the Federal Board for Voca- 
tional Education, dated July 10, 1924. 
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they are “real supplies of an instructional nature.” Where 
state funds or matched funds have been expended contrary to 
the policy of the Federal Board and the facts have been ascer- 
tained through the annual audit, “the amounts so expended 
have been deducted from the next succeeding allotment.”* 

The rulings of the Federal Board have thus greatly narrowed 
the scope of rehabilitation, but in doing so the Board has recog- 
nized that it has not been meeting the problem completely nor 
leading the states to do so. As to expenditures for mental and 
physical restoration, the statement has been made that “the 
Board interprets the term ‘vocational rehabilitation’ as used in 
this act not to include the work of physical rehabilitation, 
although such work may be a necessary preliminary to or accompani- 
ment of vocational rehabilitation.”** Again, it has recognized 
that some persons are unable to go into training because they are 
unable to maintain themselves while being trained. The Board 
will not permit the use of its funds for such purposes, but suggests 
that additional funds for maintaining trainees be secured by 
donations. Charitable organizations have co-operated in some 
cases in providing maintenance funds. Twenty-two states made 
expenditures during 1922-23 for purposes which the Federal 
Board did not sanction. Fifteen of them allowed $37,980 to 
be expended for maintenance of trainees.‘ 

Joseph Spitz, deputy commissioner of the Rehabilitation 
Commission of New Jersey, in the course of the discussion at the 
First National Conference on Vocational Rehabilitation, at 
St. Louis,5 urged the Federal Board to greater liberality in its 
interpretation of the law. The New Jersey Commission, backed 
by state funds which exceeded the federal matched amounts, 
has been liberal in its interpretations of what constituted rehabili- 
tation. Its splendid record of performance would not other- 
wise have been possible. 

* Letter to writer from J. C. Wright, director of the Federal Board for Voca- 
tional Education, dated July 10, 1924. 

2 The italics are mine. 3 Bulletin 57, p. 30. 

4 Seventh Annual Report, Federal Board for Vocational Education, p. 184. 

’ Proceedings issued by the Federal Board for Vocational Education. 
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The actual method of rehabilitation’ the Board considers to 
be something as follows: The state rehabilitation office learns of 
eligibles through its established contacts with the workmen’s 
compensation board, insurance companies, railroad commissions, 
physicians, hospitals, etc. An interview is arranged for with the 
maimed man as soon after the accident as possible. Based upon 
this interview, the eligibility of the man to receive training is 
determined. His case is next “surveyed,” and after a study is 
made of it, a job objective is determined upon. The state board 
undertakes to put him in training, which may consist in formal 
training in a school, correspondence school training, tutorial 
training, or employment training, that is, training on the job 
or in the shop. The next step in rehabilitation is placement. 
This work, the Federal Board declares, cannot be delegated to 
another agency, but must be carried on directly by the state 
board’s rehabilitation staff. Following placement, the Board 
states it to be the obligation of the rehabilitation organization to 
follow up to see that the trainee is satisfactorily treated, or to 
find him a new position. The Board encourages co-operation 


all along the line, but insists that the work shall be administered 
directly by the state rehabilitation organization. 


Vv. ANALYSIS OF ACCOMPLISHMENTS UNDER THE FEDERAL 
REHABILITATION ACT 

Three states? accepted the act in anticipation of its passage, 
four additional states accepted in 1920, twenty-three in 1921, 
four in 1922, and two others in 1923, making a total of thirty- 
six which had established co-operation by June 30, 1923. Four 
eastern states, New Hampshire, Vermont, Connecticut, and 
Delaware, one southern state, South Carolina, and three western 
states, Kansas, Colorado, and Wyoming, had not accepted the 
provisions of the act. However, the director of the Federal 
Board believes that prospects are favorable for eight or ten more 
adopting the law within the year. Having secured the enact- 


t Industrial Rehabilitation. General Administration and Case Procedure, 
Bulletin 64, Federal Board for Vocational Education. 


2 Minnesota, Nevada, and New York. 
3 Letter to writer dated July 10, 1924. 
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ment of a practically uniform act by three-fourths of the states 
within the period of three or four years stamps the rehabilitation 
movement as a legislative success. 

But getting states to adopt the act and to accept funds from 
the federal government is not enough. Results must consist 
in persons restored. As the federal act has been four years on 
the statute books, and reports are available covering three years of 
its operation, it is pertinent to inquire, To what extent are the 
states meeting the full problem of rehabilitating the maimed and 
to what extent have they been merely willing to accept the 
gratuity of the federal government? How many actual rehabili- 
tations have been accomplished? Are all sorts of cases being 
handled? Is the work being carried on economically? Is the 
proper agency administering the laws in the states? 

The provision in the act for the apportionment of $1,000,000 
among the states according to population was not intended to 
be sufficient to pay one-half of the expenses of the rehabilitation 
of the handicapped. As the promoters stated, this sum was only 
to provide a stimulus to states to undertake the complete task 
of restoring cripples to self-supporting independence. How 
much is needed to cover the rehabilitation program adequately 
in each of the states is not known. A budget prepared for Illinois 
after a careful survey indicated that the annual requirement for 
a rehabilitation program was $307,500, distributed as follows:’ 


Staff salaries and traveling expenses 
Maintenance of handicapped persons during training 
Research, publication, and general administrative expenses 
Establishment of main rehabilitation center and branch—tempo- 
rary quarters 
Revolving fund for purchase of artificial appliances. 
$307, 500 


This was in addition to $250,000 needed in the first year to set 
up a “special rehabilitation hospital to include an ‘opportunity 


* Report on Rehabilitation of Physically Handicapped Persons. A Plan of 
Administration. Tllinois Department of Public Welfare, 1921. The report was 
prepared by Mr. William T. Cross, a competent investigator, with the assistance 
of a staff of eight persons with special service from Professor E. W. Burgess, 
Dr. H. B. Mock, Dr. Frank Billings, and others. 
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shop,’ and quarters for a staff of the rehabilitation service, as a 
part of the central hospital group at Chicago.” 

However, the legislature of Illinois paid no attention to this 
study. In accepting the federal rehabilitation act in 1921 it 
made no provision for the special hospital at all. The annual 
appropriation of $62,500 then made approximately matched 
the federal allotment, making a total fund of only about 40 per 
cent of the amount necessary to handle the problem as the survey 
indicated. The annual appropriation has not since then been 
increased." 

With few exceptions, the other states have not done better. 
The Federal Board in its annual report for 1923 reports that the 
state funds available for that year in the thirty-six co-operating 
states totaled $1,110,917, while federal funds aggregated $818,412. 
This would indicate that the states are appropriating about 
$300,000 per year more than was required to match the federal 
appropriations, or $1.36 for each dollar of federal money. But 
this quite overstates the case for the reason that state funds, if 
unexpended in any year, do not lapse in many cases but are 
available for the next year, while federal funds do lapse if not 
expended in any fiscal year. 

The Federal Board for Vocational Education does not publish 
in its annual reports the actual appropriations made by the 
states, but the figures did come out in the hearings of the House 
Committee on Education. In 1923, the best year, the appropria- 
tions for rehabilitation in eleven states are so inadequate that 
they are not even sufficient to secure for these states the amounts 
allotted by the federal government. In twelve other cases the 
annual appropriations either exactly match the federal allot- 
ments or do not exceed the federal allotments by as much as 
1 per cent. In twelve states where the state provision exceeded 


t The Illinois legislature in 1921 apparently suffered a lapse of memory. Two 
years before it had passed a liberal rehabilitation act. Provision in that act was 
made for maintenance at not to exceed $30 per week per person, for therapy, etc. 
The Department of Public Welfare was’charged with the administration of the 
act. Without repealing this act, the legislature, in 1921, passed a rehabilitation 
act along the lines suggested by the Federal Board for Vocational Education. 
(See Hurd-Smith, Statutes, 1923, chap. xxiii, secs. 379-82, 383-88.) 
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the federal allotment by 1 per cent, state appropriations aggre- 
gated $260,900 against allotments of $211,095, or a ratio of $1.23 
to $1.00. New Jersey is the outstanding state in rehabilitation, 
appropriating $100,000 in 1922 and $70,000 in 1923 against an 
allotment of $29,978 for each year. Leaving out New Jersey, 
the aggregate of state authorizations in 1923 was $754,027 
against allotments of $794,650 by the federal government, or 
only $0.95 in state money for each $1.00 of federal money." 

From this analysis it appears that though thirty-six states 
have effected co-operation with the federal government, they 
have in general been content to make barely large enough 
appropriations to secure their federal allotments. If, as was 
said by those who espoused rehabilitation in Congress, the million- 
dollar appropriation was merely to lead the states to meet the 
rehabilitation problem completely, the federal leadership has 
not up to this time been effective. 

The Federal Board attempts an explanation of this failure 
of the states to meet their problem or to develop “organizations 
sufficiently large to meet fully the rehabilitation problem with 
which they are confronted,” as the Board puts it.? It says 
that “when the states first established their work they were 
unable, because of lack of experience, to estimate the amount 
of money which would be needed to rehabilitate all of their 
vocationally handicapped. It was natural, therefore, that state 
legislatures should make appropriations exactly matching their 
federal allotments.”” This obviously was not the case in New 
Jersey, which, under the leadership of the late Colonel Lewis T. 
Bryant, at once developed an organization that has been doing 
rehabilitation work effectively. It also was not true in Illinois, 
where a careful study of the rehabilitation problem, as was said 
above, resulted in a very definite recommendation. 

Furthermore, it appears that it has not been the lack of ade- 
quate funds alone that has prevented the states from carrying 
on, for they have not even spent the money that was available for 


* Adapted from figures in the House Report No. 164, Sixty-eighth Congress, 
first session. 
2 Federal Board for Vocational Education, Annual Report for 1922, p. 119. 
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them. Table I shows the extent of state appropriations actually 
expended. It appears that three-fifths of the states were not 
able to spend half of their state funds in 1922; and in 1923, with 
the knowledge that if they did not spend their federal allotments 
they would lose the unexpended parts, only half of the states 
were able to spend as much as three-fourths of the appropria- 
tions. It seems clear that the states do not yet know how to 
carry on rehabilitation. If the federal government was intended 
to be a preceptor, it has fallen down. The remarks of the 
Federal Board that ‘vocational rehabilitation through co-opera- 
tion of federal, state, and local agencies of civilians disabled in 
industry or otherwise has been successfully inaugurated’* do 
not seem justified on the basis of appropriations and expenditures. 


TABLE I 








Number of States 





Percentage of State Appropriations Expended 
1921 





go per cent and over 6 8 
eo | ere cree rey rr roe I 
50-70 per cent I 
25-50 per cent 2 
Less than 25 per cent II 














It appears that the states have been groping in the dark. They 
have been given money by the federal government and told what 
they could not spend it for. Constructive leadership has been 
lacking. 

A superior method of estimating the degree to which the 
present provisions for vocational rehabilitation adequately meet 
the need is to compare the number of rehabilitations accomplished 
with the number of persons to be rehabilitated. We do not know 
definitely how many persons there are who are crippled at this 
time nor do we know how many are being incapacitated annually. 
The Bureau of the Census does not make a decennial survey of 
physical condition of the population, nor are there any current 
statistics regularly giving the total number of accretions to the 
ranks of the handicapped. Estimates have, however, been made 


? Federal Board for Vocational Education, Annual Report, 1923, p. 133- 
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using as a basis the reports of a few industrial accident compensa- 
tion commissions, the Interstate Commerce Commission, and 
the Bureau of Mines, and the results of several local surveys. 

The Federal Board for Vocational Education in the annual 
report for 1923 adopts for its purposes estimates by students of 
accident statistics made in this way. These estimates indicate 
that each year 180,000 persons suffer permanent physical dis- 
ability from public and industrial accidents, and those disabled 
by disease or congenital conditions raise the total annual dis- 
abled to 225,000." The Board further states that half of those 
annually disabled are vocationally disabled. Deducting from 
112,000, thus arrived at, 25 per cent as the number of those who 
do not need assistance, the Board estimates that the annual 
number of persons to be rehabilitated is 84,000. 

The basic figure 225,000 probably is not far from correct. 
I. M. Rubinow, in a publication for the Red Cross Institute for 
Crippled and Disabled Men, estimated after a consideration of 
the accident statistics of state compensation boards that the 
annual total number of dismemberments is 28,000. The Cleve- 
land survey’ indicated that accidents in employment contributed 
about one-ninth of the total number of disabled. The Massa- 
chusetts census of 1905 showed that occupational accidents con- 
stituted between one-seventh and one-eighth of the total number 
of disabled.* If from these two estimates it may be concluded 
that industrial accidents are one-eighth, and that be applied to 
the Rubinow estimate, it appears that the annual number of 
disabled is 224,000, approximately the figure used by the Federal 
Board. 

From statistics furnished by Mr. Arthur E. Holder at the 
hearings on the Bankhead-Smith bill in 1918, Mr. Garrard Harris, 

t A figure quite generally used in the discussions in Congress when the rehabili- 
tation act was under consideration in 1919 and 1920. 

* A Statistical Consideration of the Number of Men Crippled in War and Industry. 
Series I, No. 4, of the publications of the Institute. 

3 Education and Occupations of Cripples, Juvenile and Adult, also published by 
the Institute and quoted in the Illinois report on rehabilitation referred to above. 

4 Massachusetts census figures as supplied to Mr. Cross in his study of Rehabili- 
tation of Physically Handicapped Persons in Illinois, p. 19. 
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formerly of the Federal Board for Vocational Education, esti- 
mated that the total number already industrially disabled at that 
time was 325,000. The number that the rehabilitation board 
might be expected to restore in the first years of its operations, 
at least, was thus much larger than the 84,000 annual estimate 
of the Federal Board. 

In 1921, the first year of operations, 457 persons were reported 
to have been rehabilitated in the entire country. This was only 
about one-half of 1 per cent of the estimated annual number 
requiring such services. The next year, 1890 persons were 
rehabilitated, indicating that 98 per cent of the estimated number 


TABLE II 


NUMBER OF REHABILITATIONS BY STATES IN TOTAL AND BY METHOD 








Total 
1921-1923 





Total to be rehabilitated, estimate ....} 252,000 
Rehabilitations—total 6,877 
By placement 4,139 
After training 2,281 
After school training 1,675 
After training on job 606 
Percentage of estimated eligibles reha- 
bilitated by training 
Percentage of estimated eligibles reha- 
bilitated by training and placement 2.7 


* 

















* Data not given by Federal Board for 1921. 


of needy disabled still were not receiving the benefits of rehabilita- 
tion. In the third year, 4,530, or 5 per cent of the annual number 
of needy disabled, were restored, leaving still about 95 per cent 
of the annual inflow of eligible and needy handicapped persons 
unserved.? 

Earlier in this paper, mention was made of the fact that the 
Federal Board for Vocational Education had interpreted rehabili- 
tation as a problem of training. Asis shown in Table II, the actual 
rehabilitations made which included training totaled 594 in 1922, 
or less than three-fourths of 1 per cent of the estimated annual 


* Redemption of the Disabled, p. 290. 
2 Annual reports, Federal Board for Vocational Education. 
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number needing the service, and only 1687 in 1923, or 2 per cent 
of the estimated annual number that should be served. The per- 
formance-percentages based on annual eligibles for rehabilitation 
really credit the service with a better record than was actually 
made, for it will be remembered that there were estimated to be 
325,000 accumulated cases when the law took effect. 

The figures on actual performance appear even less favorable 
if they be analyzed by states. It appears from Table III that 
of the 457 rehabilitations effected in 1921, all but 40 were by 
Pennsylvania; that in 1922 more than one-fifth of the work done 
was by Pennsylvania, and nearly three-fifths by four states; 


TABLE III 


REHABILITATIONS MADE IN SELECTED STATES BY YEARS* 








NUMBER OF REHABILITATIONS 
States MAKING REHABI- 
LITATIONS 





Total 1923 1922 





Pennsylvania 1,275 452 406 
New Jersey 1,110 929 181 
New York 879 612 267 
814 556 258 
Other states...........] 2,701 1,981 778 





pS eee eae 6,877 4,530 1,890 

















* Total rehabilitations including placement as well as rehabilitations by school 
training and those by employment training. 


that in 1923 more than one-fifth of all rehabilitations were 
effected in New Jersey,’ and about 57 per cent in the same four 
states. 

It was believed by many that the industrial handicapped 
would present but a small part of the problem of rehabilitation. 
Bearing on this point, the Cleveland and Massachusetts figures, 
already referred to, will be recalled. They show that occupa- 
tional accidents contributed but one-seventh to one-ninth to the 
total number of disabled. In that connection, notice the 


* The statistics given do not give full credit to the excellent work that has been 
done in New Jersey. During 1923 that state effected 5,333 other closures that 
are not classified as rehabilitations by the Federal Board, and which include 2,428 
cases in which therapeutic treatment was given. 
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figures givenin TableIV. It appears that occupational accidents 
account for slightly more than half of the total of registrations 
for rehabilitation. This is, of course, understandable, at least in 
the beginning, in view of the requirement in the law that a plan 
of co-operation between the rehabilitation organization and the 
workmen’s compensation boards be developed in the states. 
But as rehabilitation comes to be better known, industrial 
rehabilitation might be expected to decline relatively. However, 
no such tendency has developed. In New Jersey, where the 
rehabilitation service is well known and where over one-third of 
the registrations for the entire country were made in 1923, 75 per 
cent of the registrations came from those injured while employed, 
13 per cent from those disabled by disease, 10 per cent from public 


TABLE IV 


ORIGIN OF DISABILITY OF REGISTRANTS FOR REHABILITATION 
IN 1923 AND 1922 








Origin of Disability Total* 





Employment accidents: 
16,929 9,221 

Percentage of total.... §2.5 54.7 
Public accidents........ 4,397 2,544 
7,148 4,099 
3,807 1,000 
A COURS. 2.60.05. 32,271 16,864 














* Not available for 1921. 

t Includes 2,244 cases of disability unknown. 
accidents, and 2 per cent from congenital causes. Rehabilitation 
is very largely a problem that is associated with industrial acci- 
dents. 

There should be a frank admission that rehabilitation under 
public direction is in peace time very largely an industrial prob- 
lem, and one that should be more intimately associated with 
workmen’s compensation than it already is. There was a recog- 
nition of this fact in the action of the states prior to the enact- 
ment of the federal rehabilitation act, which requires that the 
rehabilitation act be administered by the state boards for voca- 
tional education. Massachusetts, the first state to act, Pennsyl- 
vania, California, North Dakota, Oregon, and Virginia tied 





684 REUBEN D. CAHN 


rehabilitation up with their workmen’s compensation boards or 
departments of labor; Illinois with its Department of Public 
Welfare, while only Minnesota, Nevada, and Rhode Island asso- 
ciated it with the educational organization. New Jersey, which 
is far ahead of the other states in this matter, intrusted the 
administration to a board composed of the commissioners of 
education, labor, and charities and corrections, and three 
appointed members, but the commissioner of labor, who adminis- 
tered compensation awards and directed the employment offices, 
was made the executive officer and integrated the award of com- 
pensation with rehabilitation and placement work.’ 

That the administration of the act by the state boards for 
vocational education has not been satisfactory may be judged 
from statements by several state supervisors of rehabilitation 
at the St. Louis conference on rehabilitation. Said Mr. Job, of 
Indiana: 


The hardest thing I have to do is to keep the board educated. If the 
law were under the compensation commissioner, we could do our work 
much more efficiently. It is very hard in Indiana to make those school 
superintendents, whose thought is of the interest of school children, think 


of this thing in the light of an industrial problem Our state super- 
intendent said to me, “‘ Why in the world was this work ever put under our 
department ?” 

Mr. Spitz, of New Jersey, and Mr. Riddle, of Pennsylvania, 
agreed with Mr. Job. Mr. Riddle said that the reason that the 
matter was hooked up with education was one of practical politics. 
“The sentiment before Congress was that it would be possible to 
get federal funds appropriated more readily for an extension of 
education rather than for an expansion of workmen’s compensa- 
tion payments for industrial training.”’ 

As rehabilitation is now demonstrated to be largely an 
industrial problem which should be closely linked with compensa- 
tion administration, and as the fate of the Towner-Sterling bill 
shows that the educational aid tag does not work magic in 
Congress, an amendment should be urged upon the next Congress 


* A review of these acts by Lindley D. Clark will be found in the Monthly 
Labor Review, April, 1920, pp. 202-6. 
? Proceedings published by the Federal Board for Vocational Education. 





CIVILIAN VOCATIONAL REHABILITATION 685 


designating the workmen’s compensation boards as the co-operat- 
ing agency in the states or at least permitting discretion to the 
states. Other states should be permitted to do directly what 
New Jersey has done indirectly. 


TABLE V 


NATURE OF DISABILITY IN REGISTRATIONS FOR 
REHABILITATIONS BY YEARS 








Nature of Disability Total 2 Years 





Hands, arms, and legs: 
20,013 II, 331 8,682 
62.0 67.2 56.3 





5,678 3,271 2,407 
268 141 127 
3,167 1,776 1,391 
155 84 71 
75775 4,498 3,257 
2,299 1,130 1,169 
135 85 5° 
157 89 68 
399 257 142 
I, 203 685 518 
2,420 1,157 1,263 
47° 259 211 
General debility 1,361 690 671 
Miscellaneous 6,804 2,742 4,062 





32,271 16,864 15,407 














The experience of the states, moreover, indicates that in the 
great preponderance of cases presented prostheses are necessary. 
It appears from Table V that approximately three-fifths of the 
cases are those in which there is a loss of at least one hand or arm 
or leg. In such cases supplying artificial members is one of the 
first essentials. Provision should be made either for purchasing 
prostheses for the handicapped or for extending loans for their 
purchase. However, as the situation exists, the Federal Board 
holds that supplying artificial limbs and arms in the general 
run of cases is not rehabilitation within the meaning of the 
federal act and thus refuses to allow its funds or the matched 
funds to be expended for them. Of course there is nothing at 
present to prevent states from making special provision for this 
purpose. I am not able to read the Board’s interpretation into 
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the act, but in any case the practice should be changed, whether 
by act of Congress or by order of the Federal Board. The 
present restriction practically prevents rehabilitations being 
accomplished where surgical appliances are prerequisite, for, as 
has been shown, the states are barely matching federal allotments. 

The same criticism may be made of the Board’s ruling that 
neither federal nor matched funds may be expended for mainte- 
nance of trainees. This prevents many persons who cannot 
maintain themselves from taking advantage of the provisions 
for training. 

The Board relies upon section 1, item 5, for authority for 
this ruling. That item is as follows: 

That all courses for vocational rehabilitation given under the super- 
vision and control of the state board and all courses for vocational rehabilita- 
tion maintained shall be available under such rules and regulations as the 
Federal Board shall prescribe to any civil employee of the United States 
disabled while in the performance of his duty. 

It certainly is not clear how reference to the opening up of 
training courses to federal employees is an implied prohibition 
of the expenditure of funds for maintenance of other persons while 
in training. Here again the practice should be liberalized, if 
not by Federal Board order, by an amendment of the federal act. 

Finally, there is the question of the economy of present 
administration of rehabilitation. The Federal Board has not 
established any standards nor is it likely that any hard-and-fast 
rules as to costs could be laid down in view of the differing 
services rendered in the different states. Obviously, a larger 
cost per case is to be expected where the state is giving long-term 
courses than where the service is confined almost entirely to 
placement. 

The Board in its annual report for 1923 states that “under 
efficient management the cost per case does not exceed $200.” 
James J. Davis, Secretary of Labor and chairman of the Federal 
Board for Vocational Education, stated at the Washington 
conference that “Experience gained during the past three years 
indicates that on the average individuals suffering from dis- 
abilities which prevent them from carrying on their former occu- 


* Letter of J. C. Wright to writer, dated July 10, 1924. 
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pations can be successfully rehabilitated and returned to average 
earning power at a cost of $253.” Dr. R. M. Little in a paper 
read at the same conference mentions $250 as a proper per capita 
cost. He observes that costs per case would range higher in 
sparsely settled than in the large industrial states. 

Wide disparity exists in the average cost per rehabilitation 
case according to the reports. In 1923, the average cost per 
rehabilitation was $262 for the entire country, ranging from $108 
in New Jersey, $158 in Utah, $167 in New York, and $170 in 
Pennsylvania, to $5,924 in Maine, $2,217 in Louisiana, and $1,190 

TABLE VI 


NUMBER OF REHABILITATIONS, TOTAL Cost, AND AVERAGE 
Cost PER CASE, IN STATES WHERE AVERAGE 
EXCEEDED $600 PER CASE, IN 1923* 

















Number of 

a Total Cost — 
MN o:. ie gurdincoven $ 813 | $ 25,216 31 
EE QI2 16,212 18 
RE iii ncdowee ns 660 9,905 15 
Ee 1,072 142,606 133 
 , Serer eerre. Q21 22,112 24 
I 6s cnincdewnns 2,217 19,955 9 
3a 5,924 23,607 4 
New Mexico.......... 074 7,794 8 
North Dakota........ 1,190 4,760 4 
Rhode Island......... 932 1,865 2 
A are 741 6,668 9 








ae Ph | f Some: Tables in Seventh Annual Report, Federal Board 
in North Dakota. In view of the very definite statement by the 
Board that average costs should not exceed $200, some of these 
figures should call for investigation. 

Much depends upon the character of cases handled and the 
service given. Having no connection with the state rehabilita- 
tion. service, the Chicago free-employment office reports that 
with one clerk, 537 handicapped persons were placed in 1923. 
The average cost of this placement service did not exceed $6.00. 
If the service is confined to placement work, as is practically 
true in some states, the average rehabilitation cost should be kept 
well below $200, possibly below $10. If only the more serious 
cases were handled, which necessitated costly prostheses and 
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elaborate training, the average costs might be above $500, and 
still be economical. 

As to the economy of the work, there is little upon which to 
base a judgment, but with average costs in one instance nearly 
thirty times the necessary cost indicated by the Board, in another 
ten times, in two others over five times, and in seven others from 
three to five times the standard, it would appear that such work 
as is being carried on is inefficient, in a few cases at least. The 
Federal Board has the power to require states to show cause for 
excessive expenditure, and to withhold allotments thereafter 
where funds are misspent. Apparently it has not chosen to 
exercise this power. (See Table VI.) 


VI. SUMMARY AND CONCLUSIONS 


The administration of the federal civilian rehabilitation act 
has not up to this time resulted in adequate restoration of the 
civilian cripples of the United States. Even in the best year of 
administration of the act the total number rehabilitated was less 
than 5 per cent of the annual inflow of handicapped persons who 
were in need of the assistance of the rehabilitation organization. 
Apparently no progress has been made in restoring those already 
handicapped when the act took effect. 

Although three-fourths of the states have accepted the pro- 
visions of the act, the states have not been stimulated, as was 
hoped by the sponsors of the movement, to appropriate adequate 
funds to meet the full problem of rehabilitation, but have 
generally been content to provide merely enough funds to secure 
the federal allotments. 

But the states are not wholly to blame. The Federal Board 
for Vocational Education, which administers the act, has not 
taught them how to rehabilitate. Jn fact, the states have not 
yet learned how to spend the limiged funds that were provided 
them. In 1923, the year when npst was spent, less than three- 
fifths of the federal allotments was expended and less than four- 
fifths of the state money. 

By an apparently arbitrary ruling of the Federal Board, two 
classes most in need of rehabilitation have been excluded from 
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the benefits of the act. These are persons who cannot maintain 
themselves while being rehabilitated, and persons requiring 
therapeutic treatment or prostheses before rehabilitation. The 
Board, in holding that federal funds and matched funds may not 
be expended for such purposes, practically denies rehabilitation 
to these classes, since state appropriations have barely matched 
federal allotments. 

The rehabilitation problem appears to be more’of an industrial 
problem than was commonly supposed. Provision should be 
made for recognizing this fact by tying rehabilitation up with the 
actual administration of the workmen’s compensation laws, or 
at least permitting discretion to the states. The present 
requirement that the act be administered by the state board for 
vocational education is unsatisfactory and has been criticized. 

The federal agency responsible for supervision of rehabilita- 
tion has been ineffective. It has been content to distribute some 
very general information and to confine its supervision to 
negations of certain expenditures. If progress is to be made with 
any speed and with some degree of uniformity in performance, the 
Federal Board or some other agency must energetically lead the 
states in meeting the rehabilitation problem. 

Although the last Congress extended federal co-operation in 
civilian rehabilitation for three more years, no appropriation was 
made, and in fact allotments to the states are not now being made. 
This means that the subject will come up for consideration soon 
after Congress meets in December. The opportunity should 
be seized for amending the act so as to liberalize the scope of 
rehabilitation, to permit the state workmen’s codmpensation 
boards to be the state co-operating agencies, and to make federal 
supervision effective. The last is most important. If such a 
change is not made, it would be preferable to repeal the act. 
The financial assistance given by the federal government now is 
unimportant, and if supervision by the federal government is to 
be no better than it has been, it would be better to let the states 
go it alone, unhampered by interpretations which deny benefits to 


the neediest classes. 
REUBEN D. CAHN 
UNIVERSITY OF CHICAGO 





SOME OBJECTIONS TO THE FAMILY WAGE SYSTEM 
CONSIDERED 


The last six years have witnessed the development in Europe 
of a new system of wage payment whereby men with dependents 
are granted allowances in addition to their basic wage. The 
danger that the adoption of such a method will lead employers 
either to discharge or to refuse to hire those who have such 
dependents has been guarded against by the creation of clearing 
funds. The allowances are made a burden upon the employers 
of a given trade or locality who group themselves together in a 
fund. This fund levies its assessments generally on a per capita 
or per man-hour basis or in the form of percentage of the wages 
bill. An employer consequently pays the same assessment for 
a single man as for a workman with eight children and hence has 
no temptation to discriminate against the latter in favor of the 
former. 

There are no less than 158 such funds in France alone at 
the present time, paying out 130 millions of francs annually in 
allowances, and covering about 1.2 million workers. The 
system is widely followed in other European countries and is 
being discussed and considered in Australia and England. It has 
everywhere aroused the liveliest interest and has provoked a 
stimulating controversy as to its merits. 

Those who object to this new system include representatives 
of the most diverse economic beliefs: Malthusians, economic 
individualists, employers, and unionists. The more important 
of these objections to the variable family wage, phrased as 
strongly as possible, are as follows: 


I. IT WOULD CAUSE TOO GREAT AN INCREASE IN POPULATION, 
PARTICULARLY AMONG THE LEAST DESIRABLE CLASS 


If the wage-earners are assured a living for all the children they 
bring into the world, they will marry earlier and have more chil- 
dren per marriage. But such an increase in population is not desir- 

690 
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able in a world where the devil of Malthus is still unchained. 
European peoples have multiplied five times in population during 
the last one hundred and fifty years, while our population is 
thirty-five times that of a hundred and thirty years ago. The 
continuing of any such rate of increase in the future would 
swallow up the fruits of mechanical progress. The great problem 
for Western civilization, and Eastern too for that matter, is 
how to limit population, and not how to expand it. 

The increase which such a measure would inevitably cause 
would come, moreover, from the most innately inferior class in 
society, namely, the unskillec: and semi-skilled workers, who do 
not have enough native intelligence and ability to earn a living 
wage. These groups are already breeding faster than the 
intellectually and professionally élite, and to accentuate further 
this differential fecundity would be grossly to adulterate the 
future quality of our population. It is only folly, therefore, to 
remove those economic barriers which now serve at least as some 
check upon the size of such families. 

Such objections as these, however, overlook a number of 
considerations. In the first place there are other than economic 
barriers to large families. Children tax the endurance and 
patience of their mothers, and even were women assured that 
their children would be provided with sufficient food and clothing, 
few would wish to bring large families into the world. Such a 
reluctance would probably have been of litthe avail a century 
ago. The growing economic independence of woman and the 
increasing knowledge of contraceptive methods, however, makes 
it more possible today. 

The high birth-rate of the submerged poor, moreover, is 
probably in part due to the very lack of the basic necessities of 
life. The provision of a physical minimum would put these 
people on firm ground and would awaken many new desires 
which the birth of more children, even with their physical neces- 
sities guaranteed, would make impossible. Furthermore, those 
who fear a qualitative degeneration in the population should not 
forget that the major part of the present damage is caused by the 
rapid multiplication of the feeble-minded and other defectives. 





692 PAUL H. DOUGLAS 


The sterilization of these is in no way dependent upon the 
present system of wage payment, and should be carried out. 
The belief that society will be injured by a more rapid multipli- 
cation of those who are at present poorly paid than of those in 
the better rewarded positions rests on the assumption that the 
former are as a class innately inferior to the latter. The pro- 
ponents of this theory, such as Mr. W. H. Mallock, assert that 
the economic struggle under individualism is a selective process 
which assigns to men as a whole those positions in the business 
world which conform to their abilities, and thus separates the 
wheat from the chaff. There is but one piece of concrete evidence 
of any importance to shore up this assumption, namely, the 
results of the Army Intelligence Tests. The classification by 
occupations of the test-scores of many thousands of men showed 
an average rank of C— for unskilled laborers, C for skilled 
workers, and A and B for those in the professions.t These 
results, while interesting, should not be regarded as necessarily 
conclusive. The tests seem to have been based in large part upon 
the ability to handle words accurately. Men from well-to-do 
homes, with the advantage of a cultural background, would 
therefore, in all probability, be able to secure a higher score than 
their fellows with equal innate ability but from poverty-stricken 
families. Despite the claims of many psychologists, therefore, 
it is probable that these tests do test nurture as well as nature. 
Finally, any danger that such a measure, if adopted upon a 
general scale, would encourage too rapid a multiplication of the 
wage-earning population may be largely removed by fixing a 
maximum limit to the number of children for whom the allowance 
should be paid. This might, for example, be set at four per 
family, a number which, allowing for early deaths, those who 
never marry, or who are sterile in marriage, would give only a 
modest increase in population. Another method might be to 
give a full allowance for the first three children but only half this 
amount for the fourth or fifth. Such allowances as these would 
protect the poor families far more than now, where the wage of 


* See Vol. XV of the Memoirs of the National Academy of Science, ‘‘Psycho- 
logical Examining in the United States Army,” pp. 619-32. 
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the average unskilled laborer seems to be sufficient to support 
only one child or, at the most, two. 

Those who fear that civilization is dying out at the top should, 
as a matter of fact, favor and not oppose the principle of the 
family variable wage, for it may be applied to those very classes 
which they believe to be superior. Engineers, technicians, 
ministers, and college professors notoriously have small families 
because of the severe economic pressure to which they are 
subjected. They feel forced to maintain the standard of life 
which is regarded as necessary and proper for their class upon 
extremely small stipends. These professions are undoubtedly 
not perpetuating themselves at present and society in conse- 
quence is losing much valuable ability. To pay allowances for 
the children of these classes adequate to maintain them upon a 
decent and comfortable standard of life would, beyond doubt, 
result in a release of births in multitudes of such families who 
now desire children but see no way to afford them. Some such 
allowances are now granted to the foreign missionaries who are 
serving under the various denominational boards, but they 
need to be adopted with more generous grants by educational, 
charitable, and religious bodies and by businesses for their brain 
workers. The problem of providing for those professional 
workers who, like doctors and lawyers, sell their services directly 
to the public and not through intermediaries, does of course 
present many more difficulties. 


Il. " THERE IS NO NEED FOR SUCH A SYSTEM SINCE WAGES ARE 
ALREADY SUFFICIENT FOR THE NEEDS OF THE WORKERS 


Many deny the existence of the poverty that such a plan is 
intended to abolish and assert that wages are high enough now to 
maintain the workers if the latter only spent the money properly. 

It is of course true that the fact. that probably from one-half 
to two-thirds of the male work: r: do not receive enough to 
maintain a family of five does not .adicate that this number do 
not receive enough to maintain themselves and their dependents. 
There is a vast army who do not need anywhere near the amount 
which such a family requires. 
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A large percentage of this very group, however, do not get 
enough to meet the needs they have, while of those who actually 
do have a wife and three or more children, a still larger number 
find it impossible to make both ends meet. In 1919, when in the 
larger cities of the country at least $1,600 was needed to support 
the five-member family on a subsistence-plus basis, the average 
annual earnings of the 9,100,000 wage-earners in manufacturing 
was only $1,152. Although approximately one-sixth of those 
employed were women, their exclusion would not have raised the 
average wage above $1,250. This would have been insufficient 
to support a wife and two children in the larger cities and would 
have been barely enough for one. This, it should be borne in 
mind, was moreover merely the arithmetical average, which was 
raised by the inclusion of the wages paid in the aristocracy of 
skilled labor. Over half of all the male workers, therefore, 
received less than this sum, and when the juveniles are deducted, 
probably not far from half of the adult male workers. 

It may be urged, however, that it is the single men and those 
with no children that receive the lowest wage and that the 
wages of the head of the family will rise sufficiently with every 
increase in the number of those dependent upon him to compen- 
sate for most if not all of the increased burden. There are, 
however, a sufficient number of studies to indicate conclusively 
that this increase is not in proportion to the increased cost of 
supporting a family and that those with three or more children 
are in a quite desperate situation. 

The 1919 report of the Illinois Health Insurance Commission 
shows how the larger families suffer from poverty. The com- 
mission classified each one of 3,048 Chicago families, with full 
allowance for the varying number of members according to the 
ability of its total income to secure a given standard of life. The 
families were then classified into three groups, namely, Classes 
A, B, and C. Class C consisted of those whose total incomes 
were insufficient to procure even a very rigid physical minimum. 

* Abstract of the Census of Manufacturers, 1919, p. 22. The total average 


number of wage-earners was 9,096,000 and the total wage bill was 
$10,533,000,000. 
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Class B were those whose incomes were sufficient for a bare 
physical subsistence, but not for an “intermediate” or sub- 
sistence-plus standard. Class A included those who were able 
to secure this standard. It is most significant that while the 
families in Class A averaged less than four members, those in 
Class B averaged slightly less than five and those in Class C 
between five and six, and that the more members there were in a 
family, the more difficult was their position." 

But the most conclusive evidence, demonstrating the inability 
of a very large proportion of families of the larger size to make 
both ends meet, is furnished by the 1918 study of the United 
States Bureau of Labor Statistics of the family incomes and 
budgets of 12,100 white working-class families in ninety-two 
cities. The families were chosen to conform to the so-called 
standard family of five; all single men were excluded from 
consideration, as were childless couples and those with only one 
child. The families were also selected in such a way that the 
husbands’ wages formed the primary source of the family income. 

At a time when a subsistence-plus standard would have cost 
about $1,450 in the larger cities, the investigation found that the 
annual total income of 2.7 per cent of the families, averaging 
4.3 members, was less than $900 a year; 20 per cent, averaging 
4.5 members, received between $900 and $1,200, while 32.8 per 
cent, or nearly one-third, received between $1,200 and $1,500.” 
The evidence seems clear, therefore, that even allowing for the 
lower cost of living in many of the moderate-sized cities, at 
least one-quarter, and probably nearer one-third of those families 
were below the subsistence-plus level, and that a considerable 
percentage were below even a subsistence level. 

Families with two or more dependent children, therefore, find 
it difficult to subsist on prevailing wages and a large proportion 
of them are in actual need, the intensity of which increases as 
the number of dependent children increases. It should never 
be forgotten, moreover, that since each of these families has a 


t Report, Health Insurance Commission, State of Illinois, pp. 194, 198. 
2 Monthly Labor Review, December, 1919, pp. 29-41. 
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number of children, the proportion of the children thus growing 
up in poverty is far greater than the proportion of families. 


Ill. A BETTER WAY TO PROTECT THOSE WITH FAMILIES WOULD 
BE TO REQUIRE EACH MAN WHEN SINGLE TO SAVE A PORTION 
OF HIS EARNINGS TO PROVIDE FOR HIS OWN FAMILY RESPONSI- 
BILITIES 

The present plight of large families would be greatly alleviated 
had the head saved the surplus portion of his wages which he did 
not need as a bachelor. It is impossible, however, to expect that 
youth will fully foresee the future and make such calculating 
savings. To meet this difficulty some have proposed that the 
state should require all the bachelors to lay by a considerable 
proportion of their earnings for this very purpose. 

Such a method of making each individual provide for his own 
future would be more difficult and less adequate than the method 
proposed. In the first place, it would be most improbable that 
the government could pass such a law as would be held constitu- 
tional by the courts, while it would be virtually impossible for 
private businesses to make such requirements of their employees. 
Secondly, administrative difficulties of keeping track of men as 
they changed jobs and localities would be almost insuperable. 
Finally, such a measure would not apportion the accumulated 
savings in proportion to need. Some, who would remain life-long 
bachelors, would be saving for dependents that they would never 
have; some, who would marry late and would have either no 
children or at the most only one, would save more than they 
needed. Those with large families, on the other hand, would 
find their savings inadequate and would still suffer, although not 
as fully as without savings. 


IV. IT WOULD LESSEN THE ENERGY WITH WHICH MEN WORKED 
AND HENCE WOULD DECREASE OUTPUT 

This criticism really falls into two parts: (a) that men would 

not seek employment as much, and (6) that they would not work 

as hard at their jobs. The first fear is clearly expressed by 

Professor F. Y. Edgeworth in his criticism of the state endowment 

of motherhood: ‘It does not require much knowledge of human 
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nature to justify the apprehension that in relieving the average 
house-father from the necessity of providing necessaries for his 
family, you would remove a great part of his incentive to work.””* 
The second objection, that men would no longer work with the 
same vim and drive if they knew their children were provided 
for, is also believed by many. 

The first of these objections applies only where the allowances 
are paid to men regardless of employment, a condition which 
would exist only under the state endowment of motherhood. 
It would be quite different where industry itself administered the 
funds. Here allowances would only be paid to the families of 
men already employed, or, at the most, to these plus those that 
were laid off because of lack of work. They would not be paid 
to those discharged for cause or to men who had voluntarily left 
their employment and were out of work. 

The second objection is based upon the assumption that the 
chief incentive with manual workers is the fear of physical want, 
and that this want must be retained as the lash with which to 
drive men on to action. One difficulty with such a view is 
that it treats children merely as hostages to force their fathers 
to work and completely ignores the child’s legitimate right to a 
decent start in life. Even were these objections true, as Mrs. 
Stocks says, “it may be desirable to give the younger children 
a fair chance of obtaining a better physical equipment for the 
battle of life, even at the expense of a little parental morale.’” 

But in reality there would probably be little danger, under 
any system of variable wages administered by industry, of 
incentive or output being slackened. Men assured of a physical 
minimum of life would be able to do infinitely better work than 
the undernourished workmen of today, and this would be 
particularly the case with the generation now growing up. Fear, 
moreover, breaks men down as well as driving them on. The 
workman tormented with fear for his family can rarely put his 
whole mind and effort into his work. Professional men urgently 

* “Equal Pay to Men and Women for Equal Work,” Economic Journal, 
XXXIII (December, 1922), 453. 

2 The Meaning of Family Endowment, p. 38. 
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demand economic security on the ground that it will enable them 
to throw themselves into their tasks. The public recognizes 
the justice of this claim and sensibly refuses to believe that the 
surgeon will perform a difficult operation more successfully if 
he does not know whether he can get sufficient food and clothing 
for his children. There is no reason to suppose that the mental 
processes of the manual worker are different from those of the 
professional. 

Moreover, workers assured of a physical minimum of life 
would not long be content with that. They would soon begin 
to want comforts, such as additional rooms, better furniture, more 
clothes, delicacies of the table, more opportunity for recreation 
and amusement, etc. These could only be obtained by increasing 
their wages. This would furnish a mighty motive for effective 
work, which would more than counterbalance any loss of the 
driving force of fear. 


Vv. IT WOULD RESULT IN A CORRESPONDING INCREASE IN PRICES 
WHICH WOULD LEAVE THE WORKERS IN JUST 
AS BAD A SITUATION AS BEFORE 


This criticism is based upon three assumptions: first, that 
an increase in the total wage bill would take place; second, that 
an increase in wages would result in a corresponding increase 
in prices; and, third, that the wage-earners are the only con- 
sumers of their product. The first two of these are extremely 
doubtful and the third is erroneous. In the first place, an increase 
in the total amount of money going to the workers would undoubt- 
edly result if the government were to add allowances for children 
to the already existing wage. Moreover, this would also be the 
case, although to a much lesser degree, where individuals or 
small groups of employers introduced the system, since these men 
would not be able to deflate the wages of their single employees 
appreciably. It is not at all clear that this would be the case 
were industry itself generally to adopt the system. The deflation 
of the wage of the single men might well furnish sufficient funds 
with which to pay the additional allowances for the children of 
the married and still allow a sufficient differential for skill. 
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Secondly, even if the total wages bill of industry were 
increased, it would not necessarily mean an increase in the price 
of the product. An increase in the wages of those farthest down 
would probably mean an increased output on their part, as would 
a better distribution of the surplus now in the hands of unmarried 
workmen. It would put an increased stimulus upon business to 
improve its methods and by eliminating the least efficient 
employers, who now survive because they sweat their workers, 
would transfer labor to the more efficient firms. Cost per unit, 
therefore, need not be increased. It should be noted that it 
would not be necessary for the average output of labor to increase 
at the same ratio as the increase in their income to keep costs 
constant. Labor costs might well go up a bit, yet be balanced 
by the reduction of overhead costs resulting from a larger output. 
Moreover, even if total costs did rise they might be absorbed 
in decreased profits instead of being handed on in the form of 
increased prices. 

Finally, even if prices were increased the wage-earners as 
consumers would not bear the full burden. The wealthy 
consume the products of labor as well as the manual workers. 
Per capita, they consume of course much more. Thus, according 
to the National Bureau of Economic Research, the poorest 65 
per cent of the population received only 39 per cent of the 
national income, while the middle 33 per cent and the upper 
2 per cent received 43 per cent and 18 per cent respectively of the 
income.' If any increase in prices, therefore, were to result, it 
would fall in large part upon the middle and upper economic 
groups rather than upon the manual workers. 

Married workers, therefore, would benefit by securing much 
of the present unneeded surplus of their unmarried fellows. 
If the wages of the working class as a whole, including both the 
married and the single, were to be increased, which may not be 
necessary, then the workers as a group would secure an increase 
in real income and would not pay back in increased prices every 
dollar that they received as increased wages. 


t National Bureau of Economic Research, Income in the United States, 
Vol. I, pp. 134-35. 
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VI. IT WOULD DECREASE SAVING 


This is really a double-forked objection: first, that since the 
future of their children would be assured, the poor would no 
longer save to provide for them, and second, that any increase 
in the annual income of the poor as a class would come from 
sources where a large portion of it would otherwise be invested. 
The first objection may be dismissed briefly. The truth of the 
matter is that the very poor do very little saving at the present 
time. For them to cease entirely would mean only a slight 
decrease in the annual amount invested. It would be better 
for them to spend judiciously the money which is now saved, 
upon food, clothing, and shelter. This would be an investment 
in human beings, which while not appearing in the national 
inventory as ‘“‘wealth,” would in such cases be the most advan- 
tageous form of saving. 

Part of the second objection has already been answered when 
it was pointed out that should the income of the workers as a 
whole be increased, it might be covered by the heightened 
production which such an increase might cause. If this, however, 
did not fully occur, it is undeniable that the improvement in 
the status of the workers must be met either by (a) the owner 
of industry in the form of decreased profits, or by (6) the upper 
and middle class of consumers in the form of increased prices. 

Some will undoubtedly declare that the poor ought not under 
any circumstances to gain thus at the expense of the other classes 
of society. There is no proof, however, that our existing distribu- 
tion of income is so equitable that it must not be disturbed. The 
presumption is rather all the other way. A dollar cannot buy as 
much happiness for the millionaire as it can for the poor man. 
The former, since he has so many, will spend it for trifles and 
non-essentials, while the poor will use it for the more pressing 
desires. The happiness and health of mankind would seem to be 
increased were the unneeded incomes of the wealthy to be levied 
upon to build up the deficient incomes of the poor. 

The one valid objection to a change in the distribution of 
income is that which has been advanced, namely, that it might 
seriously lessen the amount saved. While considerable saving 





SOME OBJECTIONS TO THE FAMILY WAGE SYSTEM j7o1 


is undoubtedly needed, it is not at all certain that precisely the 
present rate of saving need be kept up, since there is a considerable 
proportion of the productive capacity of the country which is 
at present unused save in periods of the greatest business pros- 
perity. Fuller utilization of our existing equipment may there- 
fore compensate for a decreased volume of saving. 


VII. IT WOULD CAUSE SINGLE MEN TO LEAVE THE ESTABLISH- 
MENTS WHICH INSTITUTED THE PLAN FOR OTHERS AND 
THUS OVERLOAD THESE CONCERNS WITH THOSE WHO HAD 
DEPENDENTS 


If a plant or a group of plants tried to scale single men down 
from their present wage while building up the incomes of those 
with families, it would find that the unmarried workers would 
desert them for other employments where no such distinctions 
were made. The employers that had adopted the plan would 
then find themselves employing only men who had dependents 
and hence saddled with a far heavier burden than at the 
beginning. 

This objection would not of course hold were a general system 
to be introduced, for there would then be no place for single 
men to go. It would not hold completely were the vast pre- 
ponderance of employers in a given locality to institute the family 
variable wage, for many unmarried men would not wish to leave 
home. Somewhat the same lack of mobility would prevail 
were the employers of an industry to establish the plan. Save 
for the unskilled laborers, many would hesitate at giving up a 
trade that they knew. Furthermore, many single men, particu- 
larly those considering getting married, would be willing to 
accept a lower wage in a factory which would care for their future 
dependents. Such men might well be unwilling voluntarily 
to save from their present wage for the expense of their future 
family, but would acquiesce in being given a lower sum to spend 
by their employer if this were accompanied by an assurance that 
their future dependents would be protected. 

Despite all these qualifications, it seems undeniable that such 
a difficulty would tend to confront the pioneers in any such 
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movement. It would, therefore, seem advisable to begin the 
system where the wages of unskilled labor are already only 
about equal to that which would serve as the basic wage under 
the proposed system. By’adding allowances for the children 
to this sum, married men may be retained and protected without 
driving single men into other establishments. 


VIII. IT WOULD BE TOO HEAVY A BURDEN FOR AN EMPLOYER TO 
ASSUME VOLUNTARILY 


If the complete system, including the scaling down of the 
wages of single men, could be adopted by an individual employer, 
the extra cost would probably not be appreciable. Since an 
individual business would not ordinarily be able thus to deflate 
the wages of the unmarried, the adoption of such a system would 
undoubtedly mean a considerable net increase in the pay-roll. 
This would probably be sufficient to prevent those who were 
operating close to the margin and those who were particularly 
greedy for profits from introducing the plan without outside 
stimulation. A group of competitors, however, such as form the 
various employers’ and trade associations, might agree to adopt 
some uniform method and thus place no firm at a competitive 
disadvantage compared with another. The award of an arbitra- 
tion board, if applied to a wide enough area, would have a similar 
effect. Moreover, a monopoly or a firm in a favored position 
might well be able to afford such an increase if its managers 
were benevolently inclined. 

Finally, just as in France, businesses may find it actually to 
their benefit during periods of wage increases to introduce such 
a plan as a method of meeting the workers’ demands for an 
increased wage. To grant allowances to the married workmen 
for their children may well prove to be more economical than 
granting a smaller flat-rate increase to all irrespective of their 
need.’ 

* If too great a variation were set up, however, between the wages of the 
unmarried in the concern and what they could earn outside, they would leave, 


and the burden of the fund would be increased by the presence of more married 
men with dependents than before. 
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IX. THE MEMBERS OF A FUND AS A WHOLE WOULD TRY TO LESSEN 
THEIR BURDEN BY DISCRIMINATING AGAINST THOSE 
WITH DEPENDENTS 


The creation of an equalization or clearing fund would, of 
course, remove the temptation for an individual firm by itself 
to reduce the number of its employees who had dependents. It 
may be objected, however, that the group as a whole would still 
find it to their economic advantage to agree to lessen the propor- 
tion of those entitled to allowances and thereby reduce the general 
rate of assessment. 

Undoubtedly such a danger would exist, although the diffi- 
culties of united action on the part of the employers would be 
great. The possibility might, however, be guarded against by 
requiring an industry to employ at least a certain percentage of 
married men with dependents and to maintain a given minimum 
ratio of dependents to the working force as a whole. 


X. IT WOULD BE IMPOSSIBLE TO ADMINISTER 


The fact that similar systems are being administered success- 


fully in virtually every country of Continental Europe should be a 
sufficient answer to this objection. 


XI. IT WOULD AROUSE SO MUCH OPPOSITION AMONG 
THE UNMARRIED WORKMEN THAT IT COULD NOT 
PERMANENTLY BE CONTINUED 


The single workers, it is urged, would bitterly oppose any 
plan that paid their manual fellows, who worked beside them 
and were no more efficient, more than them. The idea that men 
should receive equal pay for equal work is so strongly held that 
any attempt to pay according to need would be resented by those 
whose needs are relatively slight. 

While some such opposition would naturally be expected, 
the author does not believe that it would be very severe if an 
adequate campaign of education were carried on to acquaint 
the workers with the real nature of the proposal. It should 
be pointed out that the married worker himself would not in 
reality receive more than those who are single, for the increased 
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income of his family would be matched by the increased expense 
caused by his children. Furthermore, the paying of the allow- 
ances to the mother of the family instead of to the worker himself 
would also lessen the jealousy of the single man. Both the single 
and married men would receive the same minimum wage in the 
shop irrespective of the number dependent upon them. More- 
over, the single men might secure differentials above this mini- 
mum according to their skill, so that the unmarried workman 
would frequently receive a larger pay check than the man with 
dependents. The allowances could be kept quite separate and 
paid only according to the need of the men and would not be 
regarded as indicating differences in ability. The European 
experience shows that the opposition of the single men gradually 
slackens once such a plan is in actual operation, and the bachelors 
begin to recognize that those who have greater needs should have 
correspondingly greater means. 


XII. IT WOULD BE USED TO WEAKEN THE POSITION 
OF THE TRADE UNIONS 


Such critics declare that not only would the dissension 
between married and single men weaken the morale of the union 
forces but, just as in France and Belgium, the allowance system 
could be used to punish those married workers who might go 
out on strike and hence would serve as a powerful deterrent. 
If the father of a family knew that his children would lose 
their allowances for a month or a quarter, were he to go out on 
strike for even only a day, he would be reluctant to throw down his 
tools and a large part of the fighting edge of labor would be lost. 

A still more subtle objection is that the single men are now 
virtually the only members of the working class who have a 
surplus of money over and above their needs. To pare this 
surplus down would be to deprive the labor movement of one of 
its chief sources of funds. This would not be compensated for 
by the increase in the income of the married, since this would be 
used for the family needs and not for organization work. 

It should be frankly recognized that the employers may try 
to use the system of family allowances as a weapon with which to 
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secure their dominance over organized labor. This of course can 
and should be prevented. The two methods by which this may 
be done are by providing: (1) that the allowances should cease 
only during the actual time in which the worker is out on strike, 
and that there should be no punitive features.attached; (2) that 
there should be joint control of the system with representatives 
of the unions, or other bona fide organizations of the workers, 
meeting on an equality with the representatives of the employers 
to frame the necessary rules and to superintend the administra- 
tion of the system. If this is done, there will be no danger of 
the system being used against the workers. It is interesting to 
note that the socialistic unions of France and Belgium have now 
abandoned their early opposition to the system and at present 
ask only for either state control or joint control of it. 


XIII. IT IS INFERIOR AS A SOLUTION OF THE PRESENT LABOR 
DIFFICULTIES TO DECREASING THE WASTES AND INEFFI- 
CIENCIES OF MANAGEMENT WHICH WHEN EFFECTED WOULD 
EASILY ENABLE ALL WORKERS TO RECEIVE A WAGE ADEQUATE 
TO SUPPORT THE FAMILY OF FIVE 

Such critics as these declare that we should first bend our 
energies toward making industry more efficient, and that when 
this is done, we shall have so large a national income that such 
a plan will be unnecessary. They point to the vast amount of 
time during which our industries lie idle and the inefficiencies and 
wastes which characterize them when they do run. The study 
by the Federated Engineering Societies of Waste in Industry 
disclosed the extraordinary increase in output which would 
result if business as a whole only adopted the best practices that 
are now known and applied by some firms. Once this is done, 
it is claimed there would be no necessity for the family wage 
system, necessary as it may be now in the impoverished countries 
of Europe or even in our own inefficient land. 

The possibilities of thus increasing the national income from 
which wages are paid are undeniably great. They are limited, 
however, by the fact that the supply of men with the necessary 
natural ability to put industry on an efficient basis is quite 
narrowly limited. Only a small percentage of the men examined 
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in the United States Army during the war were rated as having 
Grade A intelligence. Business men are not the omniscient 
calculating machines that the classical economists loved to 
picture. It will be impossible, therefore, for a large percentage of 
industry ever to catch up at all quickly with the then prevailing 
best practices, and one may regard some of this failure to utilize 
our best knowledge as inevitable as long as business men are as 
defective in intelligence and resources as they are. 

Pending this great improvement in industry, therefore, some 
system of variable wages appears to be necessary, and there seems 
little likelihood that this necessity will be speedily removed. 

Moreover, even if output were enormously increased, needs 
would still vary. Whatever the state of the industrial arts, 
seven children will need more than one, and this will be as true 
in a socialistic as in a capitalistic society. The basic minimum 
allowed to the worker may well be increased as the national 
income increases, but there will be virtually the same necessity 
as now for those with a greater number of dependents to receive 


more. 
Paut H. Douctas 
AMHERST, MASSACHUSETTS 





THE PRICE RESPONSIVENESS OF WHEAT GROWERS 


It is a more or less axiomatic economic doctrine that a rise 
in the price of an article tends to bring about a larger production 
of the commodity and that a fall in price tends to lessen the 
supply. This principle is, of course, based on the idea that the 
economic man acts with pecuniary rationality, and, ever sensitive 
to the influence of price change, attempts to modify his productive 
efforts in response thereto, with all the celerity physically 
possible.” 

The inquiry dealt with in this paper was not undertaken to 
undermine or substantiate price axioms in any general way, 
but for the purpose of ascertaining the extent to which the chief 
controllable factor in wheat production actually behaves in 
relation to price changes. 

It is of course useless in such a study to look at wheat supply, 
that is, the wheat crop, from year to year as an index of response 
to price change. The crop is affected quite as much by the 
attitude of nature as by the intentions of farmers. Chinch 
bugs, wheat smut, grasshoppers, wind, and hail are dispensed 
by Providence without reference to wheat growers’ wishes or 
price changes. In the hands of the agriculturalist is only one 
real factor of control: this is acreage. To determine the wheat 
grower’s effort to adapt his wheat supply to the suggestion of 
price change, it is necessary therefore to examine the relation of 
acreage to price. 

First, then, what does acreage mean in this investigation ? 

In the control of acreage, the wheat grower is definitely 
limited. Once the period of sowing is past, acreage may be 
abandoned, but it cannot be increased for the year. Moreover, 

t That such modification is not always immediately possible is obvious in 
many cases. A change in freight rates cannot materially change the productive 
capacity of a railroad over night. A rise in price cannot quickly increase the output 


of an industry operating at capacity, nor can a drop in price lessen the shipments 
from a factory which is closed down. 


7°7 
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abandoned acreage is a poor index of intent. It may represent 
fields upon which literally no wheat grew despite every effort of 
the farmer. Figures of acreage of winter wheat, therefore, will 
have no validity for the purpose in hand unless they are figures 
of acreage sown. The acreage figures commonly reported refer 
to the acreage harvested. The abandoned acreage in winter 
wheat varies from nothing to 30 per cent of the acreage sown. 
Acreage sown being the primary indication of responsiveness, 
is, accordingly, used in this study. 

The meaning of “price” in the relationship must next be 
examined if we are to consider that the farmer at time of wheat 
sowing is putting out an acreage that has a relation to price. 
Particularly we must inquire, price when. 

Three assumptions concerning the time of price were used in 
the study: two are in terms of past and present prices, one in 
terms of futures. One assumption, that used in Charts I and II, 
was that the farmer is most influenced by prices during the 
actual period of planting and immediately before.? In Chart I, 
therefore, which deals with spring wheat, price is the average 
of the monthly “‘highs” on the Chicago Board of Trade’ for the 
months of February, March, and April over each of the years 
indicated. April is the month of heaviest planting of spring 
wheat.‘ Similarly in Chart II, which deals with winter wheat, 
the price is the average of the monthly “‘highs” for the months of 
August, September, and October. October is considered as the 
month of most extensive planting of winter wheat. 

A second assumption as to when the price may motivate 
wheat growers underlies Charts III and IV. It is possible to 
suspect that the price through the year may be of more significance 
in influencing the farmer than the price at sowing-time and 


* For example, in the Chicago Board of Trade reports, the census, and the 
Statistical Abstract. 


This period is referred to on the charts as the “short period.” 
3 Sixty-fifth and sixty-sixth Annuai Report of Chicago Board of Trade. 


4 According to informativn furnished by the agricultural division of the St. 
Louis Merchants Exchange. 


5 Ibid. 





CHART I 


RELATION OF ACREAGE OF SPRING WHEAT TO PRICE DURING “SHORT PERIOD” 
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CHART II 


RELATION OF ACREAGE OF WINTER WHEAT TO PRICE DURING “SHORT PERIOD” 
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immediately before. Charts III and IV, therefore, have been 
constructed to show the relation of wheat acreage to price 
through the year." Chart III is concerned with spring wheat. 
The price data used are the averages of the monthly “highs” 
on the Chicago Board of Trade from July 1, the month when the 
new crop first appears on the market, until April 1 in the indicated 
years. The time of price influence is thus a period of nine months. 
Chart IV is constructed on a similar basis for winter wheat. 
Here, however, the price data used are the averages of the 
monthly “‘highs” from July 1 preceding each of the indicated 
years to October 1 in each of the indicated years. 

From a consideration of the statements just made, it will be 
seen that the grower of spring wheat is in a much better situation 
than the grower of winter wheat to study the price of the last 
year’s crop in estimating a desirable acreage. The wheat 
raiser of Minnesota, who is putting out wheat in April, 1924, 
for example, can look at the price at which the crop, harvested 
in the summer of 1923, was actually sold. The Kansas farmer, 
who puts out winter wheat in October, 1923, but which will be 
harvested at approximately the same time as that which the 
Minnesota farmer sows in the spring of 1924, has a much poorer 
basis of information. So far as he looks at past price for guid- 
ance, he must depend chiefly on the price at which the 1922 
crop was sold. In Chart IV, therefore, the acreage is neces- 
sarily the acreage of the crop harvested two years later than 
the crop upon which the price data are chiefly based. 

It will be best to defer a consideration of the data used in 
considering future prices and proceed to examine the charts. 
We may begin with Chart I, which shows the relation of the 
acreage of spring wheat to the price during and just before the 
period of planting. The percentages of increase and decrease 
shown for acreage are in each case percentages of increase or 
decrease of the acreage of the year preceding that indicated. 
The percentage of increase or decrease of price is the ratio of 
the average “highs” for the months taken in the indicated years 
to the average “highs” for the same months in the preceding 

* This period is referred to on the charts as the “long period.” 





CHART III 


RELATION OF ACREAGE OF SPRING WHEAT TO PRICE DURING “LONG PERIOD” 
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years. The increase and decrease, therefore, both of price and 
acreage are increases and decreases respectively in relation to the 
same data for the years preceding those indicated in each case. 

All of the charts are compiled on the same basis of comparison. 

An examination of Chart I shows that in the twenty-six 
years indicated there were 14 instances in which there were 
increases in price as compared with the preceding year. There 
were 12 instances of decrease. Of the 14 times when price 
increased, acreage increased 11 times; in 3 instances increase 
in price was followed by a decrease in acreage. Of the 12 times 
when price decreased, acreage followed with a decrease in 8 
instances; an increase occurred in 4 cases. Taking the changes 
altogether, acreage responded in the same direction as price, a 
total of 19 out of 26 times, and acted irrationally in relation to 
price a total of 7 out of 26 times. 

If we now examine Chart III, which deals also with spring 
wheat, but which shows data under circumstances where the 
farmer has had a longer period to consider price, we find a 
considerably higher degree of responsiveness to price changes. 
In this chart, which covers the same 26 years as were dealt 
with in Chart I, a price increase was shown in 15 instances 
and a decrease in 11. Of the 15 increases in price, 13 were 
followed by increases in acreage. ‘Two increases in price were fol- 
lowed by decreases in acreage. Of the 11 decreases, g were 
followed by decreases in acreage; two were followed by an increase 
in acreage. Of the total 26 changes in price, 22 were followed 
by corresponding, or rational, changes in acreage, and in only 
4 instances were acreage changes irrational in relation to price 
changes. 

So far as spring wheat is concerned, the conclusion appears 
justified that the farmer, in apportioning effort to wheat raising, 
follows fairly closely the dictates of past and current price. 
But he is affected more by price throughout the year than he is 
by the price at approximately the time of planting. 

Charts II and IV deal with winter wheat. The price data 
in Chart II are the average monthly “highs” for August, 
September, and October of the indicated years. The chart shows 





CHART IV 
RELATION OF ACREAGE OF WINTER WHEAT TO PRICE DURING “LONG PERIOD” 
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a price increase for 15 of the 26 years considered, and a decrease 
for 11 years. Eight of the 15 price increases were followed by 
an increase in acreage; seven by a decrease in acreage. None 
of the 11 price decreases were followed by a decrease in acreage; 
all were followed by an increase. Altogether the acreage followed 
the price in 8 instances and acted irrationally in 18 cases. 

It would seem from Chart II that the price of winter wheat 
at the time when seed wheat is going into the ground and for the 
2 months just preceding has very little influence in determining 
the acreage. The acreage responded irrationally to price in- 
creases in more than twice as many cases as the reverse was true. 

Chart IV is also concerned with winter wheat, but the price 
data are the average monthly “highs” for the 15 months preced- 
ing planting. This chart shows that in 16 instances out of 26 
the price increased over the price of the preceding year. In 11 
of these instances the price increase was followed by an increase 
in acreage. A price increase was followed by an acreage decrease 
in 5 instances. The price decreased in comparison with the 
preceding year in 10 of the 26 years. In 2 of these years an 
acreage decrease occurred. In 8 instances a price decrease was fol- 
lowed by an acreage increase. Altogether acreage moved in the 
same direction as price change in 13 cases. In exactly as many 
instances it moved contrary to the movement of price in the pre- 
ceding months. We have in this case, therefore, exactly as many 
instances in which the price indications appear to have been dis- 
regarded as we have instances in which they have apparently 
influenced the farmer in determining acreage. 

We may now turn our attention to the relation between 
acreage and futures prices. Here again we have both winter 
and spring wheat to consider. In connection with spring wheat 
there are the prices of three futures which may be considered: 
the July option, the September option, and the December option. 
We are interested in the prices of these in April. The December 
option could not satisfatorily be used, for in only a few cases in 
the years under consideration has trading been open in December 
wheat during the month of April. The July options might be 
used, and it may be contended that July prices would be best 
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because they are nearest to the month in which spring wheat is 
sown. It is believed, nevertheless, that they are not altogether 
satisfactory because of the possibility of influence from shortages 
or carry-overs of the crop of the preceding year and because of 
the fact that not all of the current year’s crop is available for 
delivery in July. The price of September options in April is 
used, therefore, in Chart V, which deals with spring wheat. 
The April “high” for each year is taken in making the 
calculations. 

An examination of Chart V shows an increase in price in 9 
of the 18 years when price changes could be calculated.t In 6 
instances the increase in price was accompanied by an increase 
in acreage and in 3 cases by a decrease. In 8 instances the price 
decreased in comparison with the year before. In 6 of these 
instances a decrease in acreage followed. In 2 cases an increase 
in acreage is shown. In the year in which no change in price is 
shown there was an increase in acreage. 

Chart VI shows the relationship between futures price and 
acreage sown to winter wheat. Here the price is that of the May 
option at Chicago in October. The price of this option furnishes 
the farthest look ahead which can be made by the farmer sowing 
winter wheat in October. Although the July option is sometimes 
open it is not regularly used.?_ In the years considered there were 
a total of 11 price increases. These were followed in 7 instances 
by acreage increase and in 4 instances by acreage decrease. 
In 8 cases price declines are shown. Twice these declines were 
accompanied by acreage declines and in 6 cases by acreage 
increases. In one year there is no price change, but an acreage 
increase is shown. 

It appears from the consideration of these two charts that 
spring-wheat acreage is more definitely influenced by futures 

* The years examined for futures prices were the same as those used for the 
prices considered above, but data were not available for the first four years of the 
series, and futures trading was suspended on the Chicago Board of Trade from 1917 
to 1920, so that it was impossible to use data for the latter four of the series of years. 
In one year, 1905, there was no price change. 


* Chart VI, owing to lack of data in one instance and the closing of futures 
trading in others, deals with only 20 years. 
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CHART V 
RELATION OF ACREAGE OF SPRING WHEAT TO PRICE OF FUTURES 
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CHART VI 
RELATION O¥ ACREAGE OF WINTER WHEAT TO PRICE OF FUTURES 
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prices than is winter wheat. In spring wheat the modification 
of acreage as compared with the preceding year is rational 12 
times, a percentage of 663%. It is irrational 6 times, which is 
one-third of the instances. Acreage of winter wheat as com- 
pared with the preceding year acts rationally with respect to 
futures prices in g instances, or 45 per cent of the total, and 
irrationally in 11 cases, which is 55 per cent of the total. 


SUMMARY 
The conclusions stated above may be summarized as follows: 


Chart I. Spring wheat—short price period 
Increases in price 14, followed by +11, by —3* 
Decreases in price 12, followed by —8, by +4 
Rational changes 19, or 73 per cent of total? 
Irrational changes 7, or 27 per cent of total 
Chart ITI. Spring wheat—long price period 
Increases in price 15, followed by +13, by —2 
Decreases in price 11, followed by —9, by +2 
Rational changes 22, or 84 per cent of total 
Irrational changes 4, or 16 per cent of total 
Chart II. Winter wheat—short price period 
Increases in price 15, followed by +8, by —7 
Decreases in price 11, followed by —o, by +11 
Rational changes 8, or 31 per cent of total 
Irrational changes 18, or 69 per cent of total 
Chart IV. Winter wheat—long price period 
Increases in price 16, followed by +11, by —5 
Decreases in price 10, followed by—2, by +8 
Rational changes 13, or 50 per cent of total 
Irrational changes 13, or 50 per cent of total 
Chart V. Spring wheat—futures price 
Increases in price 9, followed by +6, by —3 
Decreases in price 8, followed by —6, by +2 
No change in price 1, followed by —o, by +1 
Rational changes 12, or 663 per cent of total 
Irrational changes 6, or 333 per cent of total 


* +-indicates increase in acreage; —indicates decrease in acreage. 


2 The terms “rational” and “irrational” are used for lack of better ones. 
Of course the farmer’s action is open to many other influences of which general 
optimism or pessimism, the price of alternative crops, changes in the cost of operat- 
ing, secular changes in yield, weather at planting time, and enjoyment of this 
particular kind of effort are important. 
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Chart VI. Winter wheat—futures price 
Increases in price 11, followed by +7, by —4 
Decreases in price 8, followed by —2, by +6 
No change in price 1, followed by —o, by +1 
Rational changes 9, or 45 per cent of total 
Irrational changes 11, or 55 per cent of total 


CONCLUSIONS 


From a study of the charts and the summary certain conclu- 
sions concerning price responsiveness of wheat growers may be 
made. 

1) Spring-wheat acreage appears to be much more influenced 
by price changes than does winter-wheat acreage. 

2) Spring-wheat acreage is more influenced by price over the 
“long period” than it is by price at the time of planting. Like- 
wise it is more influenced by price over the “long period” than 
it is by the indications of the futures market. 

3) Winter-wheat acreage, as has been stated, appears to be 
less subject to price influence than spring wheat. With winter 
wheat, as with spring wheat, it is the price over the “long 
period” rather than the price near time of sowing which appears 
to have the more important effect in controlling acreage. 

4) Spring-wheat acreage shows a rational relationship to 
futures price in two cases out of three. This is a less frequent 
coincidence than the acreage shows in relation to price changes 
during the preceding year. This is a more remarkable fact as the 
price of futures furnishes to the farmer at time of planting spring 
wheat a definite statement of what the best judgment considers 
his crop to be worth per bushel when it will be harvested. Winter- 
wheat acreage does not show a close relationship to futures 
prices. The action was irrational in 55 per cent of the total cases 
considered. 

5) Final conclusion. The growers of winter wheat are 
little influenced by price at any time in acreage planning. Spring- 
wheat acreage, according to the data, shows a definite relationship 
to price through the year. So close is this that we are perhaps 
justified in the con.lusion that spring wheat-growers in determin- 
ing acreage are definitely influenced by the price of wheat 
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through the thirteen months preceding. The closeness with 
which price increases and decreases are followed by acreage 
increases and decreases respectively is emphasized by the fact 
that the few irrational followings of price are exactly divided 
between price decreases and price increases. This would appear 
to indicate that they were mistakes in judgment rather more than 
if they had all tended in one direction. In the latter case they 
might have been ascribed to general pessimism or optimism of 


the farmer. 
LEVERETT S. LYON 
T. EDWARD RASSIEUR 
WASHINGTON UNIVERSITY 
St. Louis, Missouri 





CAN THERE BE GENERAL OVERPRODUCTION ? 


There are two conceptions of genera’ overproduction. Business 
regards it as the production of all kinds or of a large number of kinds 
of commodities in excess of current effective demand, that is, in 
excess of demand backed by purchasing power. Where it exists, 
producers of every commodity concerned must suffer a loss. The 
other type is production in excess of desire of consumers as a whole 
to consume, independent of questions of purchasing power. 

The first sort unquestionably is witnessed periodically under 
modern economic organization, as in the business crisis of 1920 21. 
The explanation is that the business crisis disrupts the mechanics 
of distribution and exchange of goods and so suddenly cuts down the 
effective demand of a large section of consumers. Millions of wage- 
earners are suddenly thrown out of work. Hence they cannot 
exchange their services for needed commodities. Millions of other 
persons, who could perhaps afford to continue buying and consuming 
on the same scale as before, cut down their purchases in the expectation 
of lower prices. The phenomenon fallaciously but significantly 
called the “buyers’ strike” is seen. As a result of these abnormal 
conditions the process of exchange of goods suddenly becomes greatly 
restricted. On account of the decrease in general purchasing power, 
large stocks incapable of immediate absorption by the public remain 
over. The prevalence of business failures still further decreases the 
effective demand. A general glut of commodities and services 
literally occurs. 

And yet, if the surplus goods were to be applied to satisfying 
existing wants independent of purchasing power, there would prob- 
ably be a shortage. The need of goods is present even though it 
cannot be translated into effective demand. Consider, for example, 
the surplus of grain in the United States at a time when millions were 
starving in Russia. One did not have to look as far as Russia. The 
poor in our own cities would have been glad to consume the surplus 
grain if they had had the purchasing power. For, paradoxically 
enough, at the very time people begin to cry overproduction, the 
production of goods is being drastically curtailed. During the depres- 
sion, current production must be actually Jess than current consumption 
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in order to allow the stocks left over from the boom period to be 
absorbed and the market to revive. Thus the word “overproduction” 
in this sense had better be changed to “oversupply,” for it is certainly 
the surplus existing stocks, not fresh production, that are causing 
the trouble. Moreover, it is oversupply resulting from inability to 
buy, not from lack of desire to consume. Let us imagine a society 
organized on a reward-according-to-need basis. Organization for 
production continues the same and the same laws govern profits 
as under the present system. But after the profits are made, they 
are distributed among laborers and capital-providers alike, according 
to some formula of comparative need. Probably each adult person 
would share more or less alike. We must assume the willingness of 
everyone to produce at not less than the previous rate. 

This hypothesis will apply to two situations. The first concerns 
production as it is at present, i.e., with methods and efficiency of 
production remaining unchanged, assuming full-time operation of 
total existing plant capacity in the United States, and full-time 
employment daily during the customary number of hours for all able- 
bodied adults. Under such conditions is there any likelihood that 
the average American citizen would be surfeited with gcods? It 
seems certain that he would not. Consider what goes to make up 
total production. 

From the consumer’s standpoint, production consists exclusively 
of goods to be used by the eventual consumer. Raw and half-finished 
materials and services of capital (in the sense of machinery and other 
tools of production) are not included. However, inasmuch as both 
of the latter pass into consumers’ goods, it is perfectly correct to con- 
sider only consumers’ goods, actually in the hands of or in process 
of consumption by the consumer (for retailers’ services must be 
excluded). Total production, then, consists of all consumers’ goods. 
They include not only the physical, such as food, clothing, lodging, 
and transportation services, but also mental, aesthetic, and spiritual 
services, such as education, reading matter of all sorts, lectures, the 
theater, music, art, moving-pictures, and religious guidance and 
ministrations. 

Certain it is that our whole present producing machinery with 
our whole labor force operating it at full time could under no circum- 
stances produce more of the goods named above than could be easily 
used by the sum total of the population on a share-alike basis. A 
per capita average of such production is not much over the line of 
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poverty—even in the United States, the wealthiest of nations. There 
could be overproduction of certain commodities, such as food, which 
is rigidly limited in the amount that can be consumed. (For after 
the undernourishment stage has been passed in the case of any indi- 
vidual, the ability or desire to eat more in any given day very rapidly 
approaches zero.) But in general, an immense production could be 
added before the average American citizen would begin to think about 
not wanting any more. Unqualifiedly we may say “ consumers’ 
general overproduction” in a country possessing the degree of civiliza- 
tion of the United States is impossible at the maximum efficiency of 
present-day producing methods. 

The second situation is yet more theoretical, and is based on 
hypotheses which are almost certainly impossible of realization at 
any time on this earth. We again make use of our communistic 
concept of distribution of consumers’ goods according to need. Again 
we think of the whole economic plant as working full blast. But in 
addition we conceive of technologic processes of production as enor- 
mously improved—improved to such an extent that in a normal 
full day’s work the United States produces a larger per capita average 
of goods of every sort than the average citizen really wants. Under 
such conditions we should have what we have termed “ consumers’ 
general overproduction.” As our assumption involves freedom from 
partial or complete breakdowns through business crises, general 
overproduction of this sort causes no disorganization or “overproduc- 
tion” of the first sort described. It merely means that people are 
working harder or longer than they need to satisfy their entire desire 
for goods or services. In such a case they can take concerted action 
to work fewer hours a day or to work less intensively. 

However, it appears doubtful that the average United States 
citizen, or the average citizen of any other country, ever will admit 
to himself that he has all he wants of everything. Would it ever be 
possible to possess too fine a house, too many automobiles, too many 
servants, have too many good plays to see, too many lectures to hear ? 
It is hard to conceive of such surfeiting even if the sacrifices or costs 
of production of everything should be reduced to a tenth of their 
present amount. 

In connection with uncivilized or semi-civilized races, the question 
whether overproduction theoretically could take place is even more 
difficult to answer. For instance, it might be argued that some tribes 
in Africa do produce sporadically certain types of goods in excess of 
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satiation, because of their limited knowledge of how to adjust their 
supply processes to meet their recurrent wants, and also because of 
their limited knowledge of how to utilize and enjoy available goods 
or how to preserve any temporary surplus to provide for the next 
season of dearth. But, on the other hand, it is almost impossible to 
conceive of their learning to produce a continuously available supply 
more than equal to their consuming capacity without learning more 
about modern ways of living and hence increasing their consuming 
capacity (unless they be working under the slave system). 

Summarizing the situation, we may say that there are two kinds 
of so-called overproduction conceivable. The first, a general glut 
of commodities on the market, is more properly termed an oversupply, 
and actually takes place sometimes on occasions of business crisis. 
The oversupply results not from current overproduction but from the 
misgauging of future effective demand by manufacturers during the 
latter part of the preceding boom period. It is due to disorganization 
of the productive system. The second, a theoretical variety, which 
we name “consumers’ general overproduction,” is production of goods 
in excess of what consumers in general would care to consume if they 
were free to consume all they chose. Under any scale of production 
attainable with modern methods of production, this sort of over- 
production would be impossible in any part of the world where modern 
civilization has expanded the scale of wants. If we can imagine 
efficiency of production to be increased tenfold or more, it is just 
possible that there could be “consumers’ general overproduction.” 
But even that is doubtful, for it is questionable if the average human 
being can ever be possessed of too many goods. 


CONSTANT SOUTHWORTH 
St. Louis, Missourt 
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Essentials of Economics. By FRED ROGERS FAIRCHILD. New 
York: American Book Co., 1923. Pp. v+543. $1.60 


This is a pretty stiff book for high-school students. Some question 
as to its adaptability for the average high school may rest, not on its 
length, but on its heroic compactness, its inclusiveness, and its empha- 
sis on “principles,” that is to say, theory. Professor Fairchild 
evidently means that the high-school student, for once, is going to 
get down to some solid study. 

In his prefatory suggestions for teachers, the author gives his 
point of view. “The treatment has been made strictly scientific. 
The aim is to state the facts and explain them, to tell the truth. 
There is no propaganda. There is no attempt to tell how things 
ought to be. The word ‘ought’ is not in the vocabulary of science. 
. . . « Precise definitions are given of all technical terms, and the use 


of such terms as strictly defined is consistent throughout the book.” 
These promises are in the main, but not entirely, carried out in the 
text. It is dangerous, however, to promise to tell the truth and to be 
strictly “scientific”? in a subject blessed with such complexity, so 
many doubtful data, and so much diversity of opinion on “principles” 
as is economics. 


It may be said, of course, that the student in an elementary 
course, and especially the high-school student, must be given a clear- 
cut presentation of the subject, and not be confused by being told that 
the principles as presented are not necessarily accepted by all scholars 
as true. Professor Fairchild, at least, if he has any qualms about the 
definitive truth and sufficiency of the economic theory he presents— 
which in the main is good, slightly modernized classical doctrine, 
tinctured with the Austrians and Fisher—never lets the student 
suppose that there are any unsettled questions in economics. The 
facts which he presents are not presented with view to an inductive 
knowledge on the student’s part. In part they are meant to be 
descriptive, but description is strictly subordinated to a coldly concise 
statement of principles. The book, therefore, despite the unorthodox 


726 





BOOK REVIEWS AND NOTICES 727 


arrangement of its parts, has, in the main, the earmarks of conventional 
orthodoxy. 

The author’s point of view is essentially classical and taxonomic, 
as his method of presentation is deductive, where it is not simply ex- 
pository. Teachers who criticize other books adversely because they 
are deemed deficient in definitions, can find no such fault with this one. 
Whole chapters contain practically nothing but definitions. “Laws” 
are also frequent. There is not a suggestion of inductive method, 
save perhaps in the problems appended to each chapter, and these 
come only after the student has had the law laid down to him in the 
text. The whole book is permeated with an air of finality. ‘There is 
little to provoke discussion. In the hands of an unskilled or indifferent 
teacher there is no reason why the student should not learn it by rote. 

Given the point of view, and granting, first, that “straight” 
economics should be taught in high school (rather than a general 
course or series of courses in social science), and secondly, that the 
economics taught should be of the “essential principles” variety, 
presented authoritatively and deductively, and with taxonomic 
emphasis, the book is admirably written. It is clear and logical. 
The reviewer is by no means sure that there is not considerable 
justification for this type of text. If Professor Fairchild can take the 
present-day high-school “student’”’ by the nape of the neck and make 
him learn something definitely, and as far as it goes, thoroughly, 
the reviewer is willing to say Godspeed to him. It may even be 
that we are underestimating the intellectual toughness of our boys and 
girls for whom we so prevalently insist upon the spoon victuals of 
“spontaneous interest,” and that with a little encouragement they 
will set their intellectual teeth with surprising zest into the stronger 
meat here provided. However, the reviewer confesses that he 
would prefer not to use what is practically a condensed college text’ 
saving some illustrations which come near to talking down to the 
young student, in a high-school class. 

The book attempts too much. It contains about everything to be 
found in the briefer college texts, but stripped to racing form. The 
matter is not wholly skeletonized, but the juice of life is necessarily 
pretty well squeezed out of it. There is much that is beyond the 
range of all but the exceptional high-school student, even if it were 
not condensed as it is. What high-school student, for instance, can 
make anything out of the last paragraph in chapter xxvii, on the 
stabilized dollar ? 





728 BOOK REVIEWS AND NOTICES 


Professor Fairchild, in spite of his ideal of presenting “fact” and 
“truth,” does not give what some would regard as a realistic view of 
our economic system. In fact, we do not get a view of the system at 
all—but in what book do we? Even the concrete illustrations 
sometimes depart from reality. “Mr. Brown goes to town to buy 
his winter’s stock of coal. On his way ... . he thinks it over and 
decides thus: ‘I should like ten tons if the price is not over ten dollars 

If the price is over fifteen dollars, I won’t buy any just 

If it is fifteen, I’ll take two tons. At fourteen dollars a 

ton, I’ll take four tons, at thirteen dollars, six tons,’” etc., etc. Of 

course Mr. Brown does nothing of the kind. He pays what he has 

to for the amount, not in this case elastic, he has to have, and there- 

after takes it out in cussing the coal dealers, the high wages of labor; 

and Governor Pinchot. The unreality of the illustration simply 

flows from the mythical quality of the thing it is supposed to illustrate, 
the “individual demand schedule.” 

After carping about the too-inclusive character of the text, it may 
seem unreasonable to criticize it for omissions. But if it is intended 
to tell the realistic truth, why is there no treatment of advertising, of 
stimulated demand, unfair competition, open price associations, and 
other impediments to free competition, or no discussion of trade unions 
(save several pages on labor’s restriction of output), workmen’s 
compensation, marketing problems, agricultural economics, or 
capitalistic restriction of production and other wastes in industry? 
The references to child labor and to that vastly more important 
matter, the economic pursuits of women both at large and in the home, 
receive practically no attention. It is, of course, not meant to be 
implied that these matters should have been added to what is already 
in the book, but simply that some of them are more important for 
the high-school student to think about than are some of the topics 
discussed. If the student is going to college he will get his “princi- 
ples” there; if he isn’t, it is doubtful if they will do him much good 
in the absence of a far fuller and more concrete orientation with regard 
to the facts of the economic system than he is likely to get from this 
type of book. 

Some fault may be found with parts of Professor Fairchild’s 
presentation, even from the taxonomic standpoint. The definition 
of economics, on page 14, is too broad. There are types of wants 
with which economics has nothing to do. The definition of wealth 
confines wealth to material things, and then, on page 20, economics 





BOOK REVIEWS AND NOTICES 729 


is redefined as the science of wealth, despite the fact that on page 14 
is was “the science of human wants . . . .” with no restriction to the 
material. There is a careless confusion between usefulness and 
utility—“ anything which satisfies a human want is useful” (p. 17), 
and we are informed that burglars’ jimmies and whiskey are included; 
then, on page 21, that “when wealth satisfies human wants we say 
that it furnishes benefits or renders services to man.” (Italics in the 
original.) Is this the kind of taxonomic logic which results from 
excluding the “ought” from our “science”? On page 55, productiofi 
is defined as the creation of utility in wealth and the performance, 
by free persons, of services. Why limited to “free persons”? Excep- 
tion could be taken to the definitions of a market, of demand, and of 
supply (p. 161). The statements of the “laws” of demand and of 
supply (p. 162) are open to question until we are told what is concealed 
in the phrase “other things being equal.” The best definition of 
competition I have seen is given on page 165, but there is no distinction 
between price competition and brand competition. The statement of 
the law of diminishing returns (p. 168) is so given that the student 
(as he usually does) may easily confuse it. with historical diminishing 
returns. The definition of money (p. 203) is perhaps technically 
. correct, but is too abstract for the high-school student. On page 204, 
” we might expect to 


under the heading “qualities of good money, 
find a discussion of stability and acceptability; we have instead the 
conventional catalogue of the physical qualities desirable in the coin 
metal. In chapter xxiii we are told that “standard money gets its 
value from the material of which it is made and not from the fact 


’ 


of coinage,”’ which is in a sense true, but in chapter xxviii we learn 
that “the value of money” “means the quantity of other things in 
general which will be given in exchange for money’’—all of which is a 
bit confusing. On page 364 a legalistic, again technically correct, 
but entirely unreal definition of speculation is given. On page 83, 
“capital consists of all wealth except land,” but on page 446 capital 
seems to be money invested. The Preface, perhaps, has made too 
unqualified a promise of precise definitions strictly adhered to. 

As to the scientific absence of bias: Bias is often entirely uncon- 
scious. No cautious writer will claim that he is free of it. I do not 
think Professor Fairchild is. The account of speculation, for instance, 
is much more favorable and apologetic than, I believe, strict scientific 
balance would warrant. Again, it may be correct in a sense to say 
that our whole economic system is based on competition. Personally, 
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I think such a statement true only historically, and only a half-truth 
as applicable at present. Be that as it may, I doubt if it is scientific, 
or ethical, to set forth at length the beneficent aspects of competition 
and glide over the social and economic waste inherent in it. 

No one should accuse Professor Fairchild of being a conscious 
propagandist, yet the line between propaganda and apologetics is 
sometimes an extremely thin one. Is it that one is “scientific” if 
one sees and sets forth only the traditionally beneficent features of 
the existing system, and propagandistic if one sets forth as well the 
defects? Is there no element, conscious or unconscious, of propaganda 
in a text that leaves the happy, conservative impression that little is 
the matter with the economic world? Specifically, if “ought” is 
not in science, and if there is to be no propaganda, why is Professor 
Fairchild at such pains to display the weaknesses of government 
ownership and socialism? And why, in his references for further 
reading on social reform, does he not refer to a single book by socialist 
or other radical ? 

Incidentally it is to be noted that the references at the end of each 
chapter are invariably to standard college texts. The high-school 
student who is put through this book, with some of the recommended 
collateral reading, will not need, if he survives, “Ec. 1” in college. 
It may be questioned whether it is possible for a college professor to 
write the kind of text the high school ought to have. 

Our adverse criticisms, it will be noted, are against the type of 
book Professor Fairchild has written, rather than the way he has 


performed the task he sets himself. 
A. B. WoLFE 


Oux1o STATE UNIVERSITY 


A Tract on Monetary Reform. By JoHN MAYNARD KEYNES. 
London: Macmillan, 1923. Pp. viii++-209. 


The book contains five chapters. The first and second chapters, 
which treat of the consequences of changes in the value of money 
and of the relation of monetary inflation to government financing, 
are intended to show the importance of monetary questions. The 
third chapter, on the theory of money and the exchanges, attempts 
to lay the foundation of theory upon which the reform is based. The 
fourth and fifth chapters treat of remedies. 
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The reform proposed in the book has for its objective the stability 
of prices. To secure a stable price level, the author would reject 
entirely the gold standard, which he describes as a “barbarous relic” 
(p. 172). The gold standard, Mr. Keynes says, would sacrifice 
stability of prices for stability of the foreign exchanges; his plan would 
sacrifice stability of the exchanges to secure stability of prices. His 
object would be attained through control of the bank rate and the 
right of note issue by the Bank of England. No conventional amount 
of gold reserve is to be required, but the Bank of England is to be free 
to purchase bills and to issue notes. The Bank would thus be able 
to control the volume of currency and to keep the price level stable. 
Gold would be used only to meet foreign balances, the rate for gold 
being determined each week by the Bank of England. Such, in brief, 
is the plan of reform. The restoration of the gold standard by either 
devaluation or deflation is rejected. 

The reform is based upon the quantity theory of money, which 
is assumed to be true. In the second chapter, in which the author 
discusses the experience of Germany, he states the theory to mean 
that “the aggregate real value of all the paper money in circulation 
remains more or less the same, irrespective of the number of units 
[italics are his] of it in circulation.” He admits, however, that this 
has not recently been true in European countries but gives as the 
reason the change in the velocity of circulation (p. 47). 

Prices are to be kept stable by anticipating and counteracting 
prospective changes. “If we wait until a price movement is actually 
afoot before applying remedial measures, we may be too late” (p. 
187). Just how future price changes can be forecast, we are not told, 
since “it is beyond the scope of this volume to deal adequately with 
the diagnosis and analysis of the credit cycle.” 

The failure to show that the plan of reform is practical is a serious 
defect of the book. Few question that stability of prices is to be 
desired, yet considerable space is devoted to a discussion of the effects 
of price changes. That stability of prices can be effected by a control 
of the bank rate and the right of note issue is seriously questioned by 
many economists, yet no attempt is made to prove that the control 
would be effective. The method by which price changes are to be 
forecast should also have been discussed, since economists are by 
no means agreed upon the technique of business forecasting. 

RICHARD N. OWENS 


INSTITUTE OF ECONOMICS 
Wasuatncton, D.C. 
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A History of the Canadian Pacific Railway. By HaRoxp A. INNIs, 
Ph.D. London: P.S. King & Son, Ltd.,1923. Pp. viii+365. 
12s. 6d. $3.50. 

The Canadian Pacific Railway has come to be regarded as Canada’s 
leading economic institution. Large as world-enterprises go and suc- 
cessful financially, the C.P.R. is a company to which all right-think- 
ing Canadians “point with pride and admiration.” The men who 
brought the venture to a successful issue have but recently passed 
from the scene, honored as knights and peers of the realm. Today 
the presidency of the C.P.R. is the blue ribbon award of Canadian 
business life. The road itself has been intimately bound up with the 
political and economic development of the Dominion. Under the 
circumstances it was natural that the C.P.R.-should become the sub- 
ject of a doctoral dissertation. 

Unfortunately, while the present author gives every evidence of 
laborious application to such a study, the book can hardly be called a 
success. It purports to “trace the history of the Canadian Pacific 
Railway from an evolutionary and scientific point of view” but suffers 
from lack of singleness of aim. On the one hand there is an endeavor 
to treat the railway “as a vital part of the technological equipment of 
western civilization,’ on the other, to give the history of an economic 
enterprise. The author falls between two stools. The work actually 
comes down to a minute record and analysis of the C.P.R. made on 
the basis of legislative reports, annual balance sheets and official 
traffic statistics. In a straight economic study these chapters 
undoubtedly find their place but the lengthy Introduction is not par- 
ticularly pertinent while the conclusion strays off to speculations on 
Western civilization. 

The beginning ninety-seven pages are devoted to history, into 
which too much is compressed. The discovery of Vancouver Island 
in 1778, Hudson’s discovery in 1610, Cabot’s in 1496 (the author 
starts with the Pacific Coast), all come in for notice. In the bibliog- 
raphy, among others, are listed such works as Hakluyt, The Princi- 
pal Navigations, Voyages and Discoveries of the English Nation, Lon- 
don, 1589; Winthrop’s Journal on Original Narratives of Early 
American History of New England, 1630-49. It should be possible 
to give a history of the C.P.R. beginning with a date less remote. 

The best chapters are those devoted to an analysis of freight and 
passenger traffic. Here the author does some good work. The chap- 
ter on the building of the road gives very fully the public record of the 
achievement but does not throw much light on the inner policies and 
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problems of the directorate. Possibly it is too early to expect this 
information to be made available to students of transportation. 

The writer is careless in details of style. The Hudson’s Bay Com- 
pany appears correctly and also as The Hudson Bay Company and 
the Hudson Bay company. The absence of a map handicaps the 
reader. In the first hundred pages over one-half of the space is given 


up to footnotes. 
P D. A. MacGrBBon 
UNIVERSITY OF ALBERTA 


The Balance Sheet. By CHARLES B. CoucHMAN. New York: 
The Journal of Accountancy, Inc.,1924. Pp.ix+288. $3.00. 


In chapter i the author states that the purpose of his book is to 
explain the use of the balance sheet in the business world of America 
today. This he has done with exceptional clarity and simplicity, 
but he has accomplished other objects as well. In certain chapters, 
for example, will be found excellent treatments of questions of account- 
ing theory. Chapters v and xxiv, relating to the theory of asset 
reduction and the treatment of cash discounts, respectively, are 
illustrations, 

The book begins with a brief discussion of the theory of accounts 
and the elements of the balance sheet, assets, liabilities, and proprietor- 
ship. The greater part of the book is then given over to discussions 
of particular balance-sheet items or groups of items. The problem 
of asset valuation receives separate consideration, as do also the 
comparative balance sheet, the consolidated balance sheet, and the 
statement of affairs. In dealing with individual asset, liability, 
or net-worth items, the major objective of the author seems to be to 
define the nature and content of each item. The chapter on reserves, 
for example, gives a much-needed explanation of the differences in 
the nature of the various classes of reserves, and describes their treat- 
ment on the balance sheet. 

Although one may take exception to the author’s use of certain 
terms, i.e., depreciation, the book should exert considerable influence 
in the direction of standardized balance-sheet practice. It is to be 
regretted that Mr. Couchman did not sufficiently expand his book to 
(rz) include more illustrative material in such chapters as those dealing 
with the consolidated balance sheet and the comparative balance sheet, 
and (2) explain the managerial use of the balance sheet and its interpre- 
tation. These omissions are in part overcome, however, by the material 
in the Appendix, consisting entirely of illustrative statements, and by 
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1924.) 

Willard, Raymond Delmar. System 
Building and Constructive Accounting. 
(New York: McGraw-Hill Book Co. 


1922.) 

Willis, Henry Parker, and Byers, 
John R. B. Portland Cement Prices: 
Their Basis, Character and Present 
Position. (New York: Ronald Press 
Co. 1924.) 

Wright, Philip G. Sugar in Relation to 
the Tarif. (New York: McGraw- 
Hill Book Co. 1924.) 

Zon, Raphael, and  Sparhawk, 
William N. Forest Resources of the 
World. Vols.I andII. (New York: 
McGraw-Hill Book Co. 1923.) 
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“On Christmas Morning— 


give your family, your friends, and your 
Sunday-school class copies of 


The New Testament 


An American Translation 


By EDGAR J. GOODSPEED 


§ This famous new translation is one that is daily being read 
with understanding and pleasure by more and more people. 
They are finding in it an intelligible and inspiring message. 


4 There are seven editions now available in different styles 
and bindings and at prices ranging from $1.50 to $5.00. Your 
bookdealer has them all on display, or we will mail them for 
you, specially wrapped and labeled not to be opened till 
Christmas, at an additional cost for postage of 10 cents per 
volume. 


POPULAR EDITION 


Pocket size, cloth binding, thin paper, marginal 
verse numbers for comparison, $1.50. 


POCKET EDITION 


Genuine India paper, marginal verse numbers, 
cloth, 2.50; leather, $3.50; morocco, $4.50. 
(Leather and morocco, boxed.) 


REGULAR EDITION 


Made like a modern novel, cloth, $3.00; leather, 
$4.00; morocco, $5.00. (Leather and morocco, 
boxed.) 


At all bookstores or 


THE UNIVERSITY OF CHICAGO PRESS 
5750 ELLIS AVENUE, CHICAGO, ILLINOIS 
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HOW TO STUDY 


Some Suggestions for Students 
By A. W. KORNHAUSER 


(In the series Materials for the Study of Business) 


Do your students know how to study? It cannot be taken for granted that they do. The 
technique of study must be learned just as much as any other complex activity. Incoming 
Freshmen particularly will need guidance in the formation of good study habits. You can help 
them by recommending the use of this handbook in which a well-known psychologist points 
out the best way to study. 


CONTENTS 
CHAPTER CHAPTER 
I. The Meaning of Study VI. Training One’s Self to Read Thoroughly 
II. The Fundamental Requirement for VII. Training One’s Self to Read Rapidly 
Effective Study VIII. Classroom Study Methods; Listening 
III. Conditions Favorable for Concentration and Note-Taking 
IV. System and Regularity in Study; Study IX. Aids in Memorizing 
Habits X. Cramming and Examinations 
V. Development of Effective Methods in XI. Putting One’s Knowledge to Use 
Reading XII. Summary of Rules for Effective Study 


Why not put this pamphlet into the hands of your students? It is small, paper-bound, and is 
for sale at 25 cents, postpaid 27 cents. 


THE UNIVERSITY OF CHICAGO PRESS 
CHICAGO - ILLINOIS 














{In Preparation } 


An Introduction to Economic 


Geography, Vol. I 


y 
WELLINGTON D. JONES and DERWENT S. WHITTLESEY 


This survey of world economic geography will cover the several.elements of 
the natural environment—climate, land forms, soil, minerals—as they affect 
human life, particularly economic life. Its basic organization will be new in 
geography. New maps will show actual temperature and rainfall in six-month 
periods, and map studies will explain cyclonic storms and resultant weather con- 
ditions. The text will appeal particularly to the business man and students of 
business in universities and colleges of business. Ready about February 1, 1925. 


About $4.00 net 


THE UNIVERSITY OF CHICAGO PRESS 
CHICAGO - ILLINOIS 






































LATEST HARVARD BOOKS 


STUDIES IN THE HISTORY OF MEDIAEVAL SCIENCE, 
by Charles Homer Haskins 


Based upon years of research in European manuscript collections, this work 
discusses the science of the Arabs and its transmission to western Europe; 
the Greek phase of the mediaeval scientific renaissance; the Sicilian court of 
Frederick II on its scientific side as the meeting point of these Arabic and 
Greek currents; and, in a final section, the introduction of the abacus into the 
English exchequer, Syrian astronomy and western falconry, and a list of text- 
books in use at the close of the twelfth century. $6.00. 


ORIGINS OF THE WAR OF 1870, by Robert H. Lord 


Professor Lord has recently had the opportunity of using and transcribing in 
full the seven volumes of documents in the archives of the German Foreign 
Office which contain the German official record of the diplomatic crisis 
leading up to the outbreak of the War of 1870. Save for rare exceptions, these 
documents have never hitherto been printed but they are now published in 
extenso. As an introduction Professor Lord has retraced the history of the 
crisis in the light of the mass of new sources. $3.50. 


HISTORY OF THE UNITED STATES POST OFFICE TO 
THE YEAR 1829, by Wesley E. Rich 


Scarcely any activity of the Federal government so intimately affects the life 
of the ordinary citizen as the service of the Post Office Department, the early 
history of which is here recounted with a fullness that ensures an instructive 
and entertaining book. The quaint regulations the author cites from time to 
time, the numerous quotations he brings forth from old manuscript letters and 
reports, even his discussions of financial operations and of politics, are full of 
the homely detail that makes the past vividly alive again. $2.00. 


EARLY ECONOMIC THOUGHT, edited by Arthur E. Monroe 


“Professor Monroe is to be congratulated upon providing for the use of students 
of the history of economics a very useful compilation. ... . The volume will 
serve a useful purpose and is warmly to be welcomed, especially because the 
translations are well done.” —Political Science Quarterly. 





“The selections are well chosen, always extensive enough to give an adequate 
idea of the author’s style and thought, and several of them are especially 
welcome because they have hitherto been inaccessible to most of us.”— 
American Economic Review. $3.50. 


HARVARD UNIVERSITY PRESS 
45 RANDALL HALL, CAMBRIDGE, MASS. 























For a better understanding 
of current world- problems 


§ HERBERT KRAUS, 
professor of international and 
public law at the University 
of Kénigsberg; expert in the 
German Foreign Office dur- 
ing the making of the Ver- 
sailles Treaty; authority on 
international law and foreign 
policy. 


§ CHARLES DE 
VISSCHER, profe ssor of 
international law at the Uni- 
versity of Ghent; Editor 
of the “ Revue de droit inter- 
national,” and jurist of in 

ternational fame. 


§ SIR VALENTINE 
CHIROL of England, con- 
nected withthe British Foreign 
Office, 1872-76; Royal Com- 
mission in India 10912; 
author of numerous books on 
problems of the Near and 
Far East. 
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The 
Norman Wait Harris Lectures 


Germany in Transition 
By Herbert Kraus 


Germany in transition from war and revolution is con- 
fronted by a host of difficulties. Dr. Kraus possesses 
direct personal knowledge of her problems, and discusses 
the present situation from the German point of view. 
Political parties and their attitude toward the reparation 
question, the Treaty of Versailles, and the League of 
Nations; the new German constitution, and the con- 
troversies between Bavaria and Prussia are vital topics 
in this scholarly discussion of present-day Germany. 


The Stabilization of Europe 
By Charles deVisscher 


A clear, logical treatment of the problems of nationality, 
security, and international communications. Dr. de 
Visscher has selected these three among the problems most 
vital to the moral, political, and economic rehabilitation 
of Europe, and he discusses them from first-hand knowl- 
edge. His treatment of the question of security involves 
an analysis of the League of Nations, and of various 
systems designed to reinforce its guaranties. 


The Occident and Orient 
By Sir Valentine Chirol 


A vivid description of present political and social tendencies 
in Turkey, Egypt, Morocco, Mesopotamia, Persia, and 
India, and a scholarly examination of the historical back- 
ground. In contact with these regions for fifty years, Sir 
Valentine Chirol has had an unusual opportunity to watch 
at close quarters the revolt of the Orient, and he gives 
the reader vivid personal impressions. Gandhi and 
Mustapha Kemal figure in the discussion, and the new 
factor of Bolshevism is treated. 


4 “Promotion of a better understanding on the part of American citizens of other peoples of the 
world, thus establishing a basis for improved international relations and a more enlightened 


world-order” is the purpose of the Norman Wait Harris Memorial Foundation. 


The first 


Institute upon this foundation, held at the University of Chicago during the summer of 1924, 
was conducted by the three eminent representatives from European countries whose lectures 
are now published in the foregoing volumes. 


Each $2.00, postpaid $2.10 
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A NEW PRIZE FOR A 
DISTINGUISHED 
ECONOMIC STUDY 


In the belief that the 


Theory of Wages 


is of exceptional importance, and that constructive study of 
it should be stimulated, a Committee composed of 


PROFESSOR J. LAURENCE LAUGHLIN, Chairman 


PROFESSOR JOHN BATES CLARK 
HON. THEODORE E. BURTON 


PROFESSOR EDWIN F. GAY 


PROFESSOR WESLEY C. MITCHELL 


has been authorized by Messrs. Hart Schaffner & Marx to 
offer in 1926 a cash prize of 


Five thousand dollars 


for the best original treatise on this subject 


‘be Committee places no restrictions upon 
the scope, method or character of the studies 
submitted beyond the requirement that they 
make genuine contributions toward our under- 
standing of the problem. Emphasis may be laid 
upon analysis of the economic principles under- 
lying the determination of wages, upon the con- 
ditions which set maximum and minimum limits 
to the prices paid for important types of labor, 
upon quantitative studies of the factors involved, 
or upon any other aspect of the problems which 
a writer can show to be significant and upon 
which he can throw new light. 

The prize will not be awarded except for'a 
work of high merit. Contestants are not limited 


to any country; but the manuscripts must be in 
English. This offer is entirely separate from the 
annual competition in Classes A and B of the 
Hart Schaffner & Marx prizes elsewhere an- 
nounced. 

The ownership of the copyright will vest in 
the donors, who will arrange for the publication 
of the book. 

Competitors should inscribe their manuscripts 
with assumed names and in sealed envelopes 
give their real names and addresses, together 
with degrees, distinctions, or positions held. 

Inquiries concerning the competition may 
be addressed to the undersigned. Manuscripts 
should be sent on or before October Ist, 1926, to 


J. LAURENCE LAUGHLIN 
UNIVERSITY OF CHICAGO 
CHICAGO, ILLINOIS, U.S.A. 






































REMINGTON 
PORTABLE 


<a 
= “NF 


E handy, little friend that makes 
& all writing swift and easy: Complete 
—with four-row keyboard, like the big 
machines. Small, light, strong, durable, 
and does beautiful work—always. 
Fits in case only four inches high 


Easy terms if desired 
REMINGTON TYPEWRITER Co. 
374 Broadway, New York 


Branches and Dealers Everywhere 


“New in material, viewpoint, and organization” 


Managerial Accounting 


VOLUME I 


By J. O. McKINSEY 


Accounting presented from the manage- 
rial point of view isnew. This is the first 
book so to approach the subject. Moti- 
vated by the idea that the business 
executive needs a basic knowledge of ac- 
counting, it treats the subject not as an 
end in itself but as an important means 
in the solution of business problems. 
Mr. McKinsey has worked out a text 
that is as valuable for the prospective 
manager as for the prospective account- 
ant. 


650 pages, $4.00, postpaid $4.15 
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THE PANIC OF 1837 


REGINALD CHARLES MCGRANE 


4 A comprehensive study of one of the most disastrous financial crises this 
nation has ever known. It takes up the causes of the panic, its industrial and 
financial aspects as it ran its course from 1837 to 1844, and its industrial and 
political results. Sidelights are cast on that most interesting political develop- 


ment of the period—“locofocoism.” 


{{ The discussion centers largely about the struggle over the United States 
Bank. This involves such famous men as Andrew Jackson, Martin Van Buren, 
and Nicholas Biddle, the financier, whose personal papers Mr. McGrane uses 
with such good effect as a part of his authentic source material. 


$2.00, postpaid $2.10 
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